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UNITED STATES 


Article Views U.S. Emphasis on ‘Economic 
Security’ 

93CM0487A Beijing XIANDAI GUOJI GUANXI 
[CONTEMPORARY INTERNATIONAL RELATIONS] 
in Chinese No 45, 20 Jul 93 pp 9-12 


[Article by Ke Juhan (2688 1446 7281), Tao Jian (7118 
1017), and Gu Wenyan (6253 2429 5333): “Why Does 
the Clinton Administration Place Great Emphasis on 
Foreign Trade?”’] 


[Text] 


Since President Clinton entered the White House, he has 
explicitly advanced “economic security” as his number 
one foreign policy mainstay and has said that foreign 
trade is the “chief factor in national security.” Among 
U.S. presidents foreign trade has rarely been seen to have 
been given the important position that Clinton gives it. 
The fundamental reasons and deep background are: 


1) The history of post-war Western economic development 
proves that a country’s trade profits and losses and its 
share cf the world market are closely related to the 
country’s ‘otal economic power. Before the 1970s, the 
United States dominated the world economy. In the 
highest period or its foreign trade, it made up approxi- 
mately one third of total world trade and every year had 
a favorable balance. Since the early 1970s, with the 
multipolar deveiopment of the world economy and the 
corresponding decline in the U.S. position in interna- 
tional economics, U.S. foreign trade has shown a deficit 
in successive years and its share has fallen to approxi- 
mately 13 percent currently. In the early post-war period, 
Japan and Germany showed a foreign trade deficit for 
several years. After the two countries squeezed into the 
position of the number two and number three Western 
economies, their foreign trade exhibited long-term large 
surpluses. In 1992, the United States, Japan, and Ger- 
many, the three strongest Western economic powers, 
made up 32.4 percent of the world export market. It is 
obvious that a rise or decline in foreign trade is a sign of 
the rise or decline and the strength or weakness of the a 
country’s overall national power. 


2) The dependence of the U.S. economy on foreign trade 
has clearly increased. The share of the total import and 
export trade in its gross national product (GNP) has 
increased from 12.3 percent in the early 1970s (1971) to 
18 percent in the early 1989s (1983) and 21.9 percent in 
the early 1990s. (The total foreign trade in 1992 was 
$1.3035 trillion and the GNP was $5.9507 trillion). The 
share of export trade in that increased from 6 percent to 
8 percent to 10 percent. Since the last half of the 1980s, 
a very large part of U.S. economic growth has depended 
on the support of exports. For example, in 1990 
increases in exports made up 50 percent of economic 


growth. Almost all of the growth in the U.S. manufac- 
turing sector was directly related to increases in foreign 
sales. Presently, the number of workers directly engaged 
in export industries has reached 14 million, making up 
more than 10 percent of the total employed workers. 
Each $1 billion increase in exports, can provide more 
than 20,000 new job opportunities. Labor service 
exports have presently reached $167 billion annually and 
the favorable balance more than $55 billion. These are 
important ways and means for the United States to 
reduce the foreign trade deficit and the international 
balance of payments deficit, and promote growth of the 
national economy. 


3) Since the break up of the Soviet Union, the emphasis in 
the international struggle has shifted from politics and the 
military to the economy and science and technology. The 
strength of economic and scientific and technical com- 
petitiveness is manifested to a great extent in the com- 
petitiveness of a country’s expozt commodities and the 
extent to which they capture the world commodity 
market. In 1992 the shares of U.S., German, and Japa- 
nese commodity exports in total world exports were 
rather close: 12.1 percent, 11.6 percent, and 9.2 percent, 
respectively. The U.S. position as the number one 
exporter was seriously challenged. Thus there is an 
urgent objective necessity for Clinton’s shift of the U.S. 
strategic emphasis to “economic security.” 


4) U.S. products are constantly losing their competitive 
advantage and the foreign trade deficit is again exacer- 
bated. U.S. agricultural product exports made up more 
than half of the world market before the 1970s and net 
income from trade in agricultural products reached 
more than $20 billion, but now they not only have 
competition from such old competitors as Canada, 
Argentina, and Australia, but they also are challenged 
by West Europe, especially France has become second 
only to the United States as a world agricultural 
product exporter. Steel and automobiles formerly also 
were strong U.S. exports, but now not only are they 
crowded out of the foreign market, but even in the 
United States itself, more than one fourth of the steel 
and automobile market is occupied by foreigners. The 
situation with high technology products is similar. For 
example, in the early 1980s, the United States had 
approximately 70 percent of the world semiconductor 
market, but by the early 1990s, this share had dropped 
to 30-40 percent. Commercia! airplanes are the 
number one export of the United States, making up 8 
percent of its total exports. Before the 1980s, the 
United States monopolized the world aircraft market, 
but now they are facing huge competition. For 
example, “Airbus” organized by France, Germany, 
Britain, and Spain in 1971 produced only six airplanes. 
Today it occupies more than one-fourth of the world 
aircraft market and the U.S. Boeing Aircraft and 
McDonnell Douglas share of the world aircraft orders 
market has dropped 13 percent since the 1970s. 
Because export difficulties have clearly increased, the 
United States’ foreign trade commodities deficit also 
has tended to worsen. For example, the 1992 foreign 
trade deficit also broke $100 billion ($105.6 billion), 
an increase of nearly $20 billion over 1991. 
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5) The struggle of the United States, Europe, and Japan 
in the economic sphere is growing in intensity. The 
United States is facing a serious challenge in West 
Europe and the Asia-Pacific region. On | January of this 
year, Europe's “unified market” began operaticn, on 18 
May a second Danish plebiscite passed the Maastricht 
Treaty, and on 4 June the Swedish parliament approved 
the European economic region’s new agreemeni. The 
economic unification of Europe weakens United States 
economic power in the European region. In the conten- 
tion for economic leadership in the Asia-Pacific region, 
Japan “is quietly taking the place of the United States 
and becoming an important partner in East Asian 
economic development.” As regards direct investment, 
Japan has leapt into the position as the leading Asia- 
Pacific region investor. At the end of the 1980s, Japan's 
cumulative direct investment in the Asia-Pacific region 
reached $54.4 billion, greatly exceeding the United 
States $24.7 billion and making up 50 percent of total 
foreign investment in the region. In the last five years, 
Japan's direct investment in Asia reached $26.8 billion 
and that of the United States was only $7.4 billion. In 
official development assistance (ODA), Japan also 
exceeded the United States, becoming the greatest sup- 
porter of the Asia-Pacific region. In the past ten years, 
Japan provided more than 60 percent of ODA to the 
Asian region and the United States’ share was only 
about 10 percent. In the last five years, Japan has 
provided a total of $2.2 billion in development assis- 
tance to the “four little dragons” and the Association of 
Southeast Asian Nations (ASEAN) countries, 8.5 times 
what the United States has provided. In import and 
export trade, in the early 1990s, Japan was on a par with 
the United States. For example, Japan’s imports and 
exports to the “four little dragons” and ASEAN had 
increased from $57 billion in 1985 to $129.2 billion in 
1990 and the United States essentially remained level in 
1990 at $129.3 billion. 


To maintain U.S. economic interests and security, since 
the Clinton administration came to power, it has 
adopted several important measures and has exhibited a 
few strong characteristics in its foreign economic policy, 
especially its foreign trade policy. 


1) The government is intervening more in foreign eco- 
nomic and trade matters. First, the White House has 
strengthened its leadership function in economic mat- 
ters. Besides continuing to maintain the Presidential 
Advisory Commission, it has established a new National 
Economic Council similar to the National Security 
Council responsible for formulating and coordinating 
domestic and foreign economic policy to “effectively 
deal with new post-Cold War issues.”’ Clinton appointed 
New York financier Robert Rubin as the chairman of 
that council. In addition, Clinton has emphasized that 
the government must actively intervene in foreign trade 
to create a favorable export environment for U.S. enter- 
prises. Clinton himself has had an outstanding grasp of 
economic maiters in a series of summit conferences. On 
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5 February, he talked with Canadian Prime Minister 
Brian Mulroney mainly about such issues as the North 
American Free Trade Agreement (NAFTA). On 3 April, 
at the United States-Russian Vancouver summit confer- 
ence, he spoke mainly about a bundle of Western assis- 
tance plans for Russia. In the 15 April meeting of the 
United States and Japanese heads of state, he put par- 
ticular emphasis on discussing how to resoive the United 
States large trade deficit with Jan--. 


2) The short-term foreign t 
unyielding. It is manifest in th. 5: The first is to 
successively carry Out aggressiv. _is and sanctions 
toward “unfair” foreign trade. ror example, on 27 
January, President Clinton, upon assuming office. 
imposed a punitive tariff as high as 109 percent on 
imported steel products; on | February. he announced 
that he was forbidding government departments from 
receiving European Community products and services 
in purchasing agreements; and in the middle of Feb- 
ruary, Clinton used strong words to demand that the 
European Community stop subsidizing its aviation 
industry. The second is to attack on a very broad front. 
In the increased tariff on steel product imports alone, 
eight industrialized nations from Western Europe and 
Japan and eleven developing countries were harmed. 
At the end of March, the countries listed in a U.S. 
government report as engaging in “unfair” trading 
practices reached forty-four. This broad attack method 
reveals Clinton’s radical foreign economic policy. The 
third is that at the end of May, Clinton announced that 
he was attaching human rights conditions to the 1994- 
95 most favored nation treatment of China and this is 
a violation of the core provisions of the China-United 
States Trade Relations Agreement. 


‘y tends to be 


3) The foreign trade offensive is keyed on the Asia-Pacific 
region. Since Clinton has been in office, he has adopted 
quite a few punitive measures directed toward the Euro- 
pean Community, but actually the main front of the 
Clinton administration’s foreign trade offensive is not 
Europe, but is the Asia-Pacific region, especially Japan. 
The reasons are that: In the last two years the United 
States still has a more than $10 billion trade surplus with 
Europe, and more than 70 percent of the foreign trade 
deficit is with the Asia-Pacific region. Within that, last 
year alone, there was a $49 billion trade deficit with 
Japan, nearly 50 percent of the total foreign trade deficit. 
In addition, 40 percent of United States foreign trade is 
presently conducted with the Asia-Pacific region and the 
growth rate exceeds any other region. The Asia-Pacific 
region is the United States’ greatest export market. Last 
year exports reached $120 billion and sustained 2.3 
million employment opportunities. Further, the threat 
from Japanese trade and scientific and technical compe- 
tition continues to increase. Last year Japan's foreign 
trade surplus broke $100 billion, reaching $108 billion, 
and the U.S. deficit was $105.6 billion. According to a 31 
May Japan External Trade: Organization (JETRO) fore- 
cast, the 1993 Japanese external trade surplus will further 
increase by about 17 percent, reaching $130.5 billion. 
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The U.S. domestic and foreign commodity markets will 
be further squeezed by Japan. Japan’s overall scientific 
and technical level is closer to the United States than 
West Europe. Future high-technology product competi- 
tion battles will be conducted mainly between the United 
States and Japan. So, lowering the United States trade 
deficit with the Asia-Pacific region, especially Japan, to 
cope with Japan’s economic threat to the United States 
has become the principal task of the Clinton administra- 
tion’s present and future foreign economic policy. Pres- 
ently, the United States and Japan are conducting a series 
of negotiations at various different levels centered 
around bilateral economic confrontations. 


4) The most fundamental measure to develop foreign trade 
is to improve the competitiveness of U.S. industry. So, 
Clinton, besides strengthening trade sanctions and estab- 
lishing even more tariff and nontariff barriers, is 
stressing adjustments in U.S. industrial policy and sci- 
ence and technology policy. In industrial policy: He is 
providing even more support to civilian research and 
giving even more preferences to high-technology indus- 
tries. He plans in the next four years to appropriate $30 
billion for such civilian technology areas as robotics, 
biotechnology, magnetic levitation trains, and optical 
fiber communications, while developing technology with 
prospects for commercial application such as digital 
imaging and digital storage. He also will implement a 
series of policies to help medium-sized and small enter- 
prises and high-technology companies by reducing taxes 
and encouraging investment. He is drafting a permanent 
5-7 percent tax exemption for investment in small enter- 
prises at the same time that he is planning investments to 
establish several tens of manufacturing technology cen- 
ters to expand new technology and new industrial tech- 
niques. In science and technology policy: He has decided 
to change the long held scientific and technological 
development strategy of ““emphasizing the military and 
slighting the civilian.” The share of military research and 
development funds will be reduced from 60 percent to 50 
percent, and $7.6 billion of the annual Defense Depart- 
ment appropriation for military research will be spent on 
civilian research. The share of the GNP provided by the 
U.S. Government and industrial circles for research and 
development of civilian technology will catch up with 
Japanese and German levels. 


The Clinton administration in implementing its policy 
of putting forth an “all out effort to protect” U.S. foreign 
trade interests has encountered quite a few difficuities, 
but it also has the possibility of achieving some partial 
advances. 


1) It will be difficult for President Clinton to achieve 
great success in his policy of increasing pressure on 
West Europe and Japan. Now, although the United 
States, European, and Japanese legs are not equal, 
economically the power tripod is essentially estab- 
lished. According to statistics of the Organization for 
Economic Cooperation and Development, by 1990 the 
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GNP of the European Community had reached $6.01 
trillion, exceeding the $5.391 trillion of the United 
States. Japan’s had reached $2.942 trillion, 55 percent 
of that of the United States. European Community 
exports totalled $526 billion, 1.3 times the $393.9 
billion of the United States. Japan’s $287 billion in 
exports had reached 73 percent of those of the United 
States. Economic power is about the same and the 
bargaining chips of the haggling of the European 
nations and Japan in negotiations with the United 
States have been added to that. The end of the Cold 
War has reduced the reliance of Western Europe and 
Japan on the United States for security and main- 
taining their own economic interests has become the 
essential aspect of all nations’ foreign policies. The 
Western economy has shifted from long-term expan- 
sion in the 1980s to decline and a long-term slump in 
the 1990s, leading to a general lowering of the esteem 
of all countries’ ruling parties and their leaders and 
West European and Japanese authorities do not dare to 
lightly sacrifice their own countries’ interests in nego- 
tiations with the United States. For example, France 
resisted the United States for a number of years on the 
issue of U.S. and European agricultural product and 
export subsidies. The Uruguay Round negotiations 
have dragged on and on, and still have not reached a 
final agreement. Even Japan’s Prime Minister 
Miyazawa, who has always had a rather modest atti- 
tude toward the United States, in the mid-April U.S.- 
Japanese summit conference withstood Clinton’s pres- 
sure to have Japan stipulate quotas for the entrance of 
U.S. products into the Japanese market and reduce 
Japan’s surplus on routine items by more than half and 
increase the import of manufactured goods by one 
third. This indicates that Clinton’s unilateral policy to 
protect U.S. economic interest will certainly encounter 
2 counterattack. 


2) Mutually interlocking economic interests limit sanc- 
tions. Because of the internationalization of production 
and capital, especially the even greater shift of multina- 
tional company activities toward Western developed 
countries since the 1970s, with 70 percent or more of 
circulation of funds and commodity trading conducted 
among Western countries, the interlocking of your inter- 
ests in mine and of my interests in yours makes sanc- 
tioning of another without harming oneself a thing of the 
past. Clinton’s economic sanctions actually are a “dou- 
ble-edged sword.”” For example, the levying of a punitive 
tariff on steel product imports in the last half of January 
not only touched off opposition from Western Europe 
and Japan, but even encountered a counterattack from 
such developing countries as Mexico and Brazil. 


3) Internal contradictions cause Clinton’s plan—to 
restore the U.S. economy and improve the competitive- 
ness of its products—to suffer setbacks. The short-term 
economic stimulus plan of $28.3 billion proposed by 
Clinton to promote employment and ensure 
momentum for an economic “revolution,” because of 
the unanimous resistance of Republican members of 
Congress and the lack of support from a minority of 
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Democratic members of Congress, fizzled out by the 
last half of April, and Clinton’s plan to rectify the U.S. 
economy and improve the competitiveness of U.S. 
products was watered down. At the same time, 
improving the competitiveness of U.S. products is a 
slow process and it is difficult to have obvious results 
in the near-term. 
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Certainly, the United States is still the leading economic 
country and its import and export trade also is the 
largest, and it still has such advantages as the highest 
overall level of science and technology. So, in partici- 
pating in global economic competition and safeguarding 
U.S. foreign trade interests, it cannot be ruled out that it 
will achieve some partial advances. 
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Rights to Development, Freedom Discussed 


93CM0481A Beijing ZHENDI [FRONT] 
in Chinese No 4, 10 Jul 93 pp 64-67 


[Article by Kong Youzhen: “The Development of the 
Right to Development and the Right to Freedom”] 


[Text] Development and freedom are rights of human 
beings. The right to development and the right to 
freedom are closely related; the right to development 
provides material and spiritual conditions for the right 
to freedom, while the expansion of the right to freedom 
promotes the development of the right to development, 
and raises new demands on the right to development. 


The Marxist View on Freedom Is a View on Freedom 
Having an Essential Link to Development 


Freedom is an old concept. From ancient times to 
today, there have been many interpretations, resulting 
in different views on freedom. The Marxist view on 
freedom is a scientific view on freedom which is full of 
vitality. One of its prominent features is the idea of the 
inherent, essential link between freedom and develop- 
ment. Development and progress are the direction in 
which mankind will achieve freedom, and only human 
progress and development can lead to the achievement 
of high-level freedom. Thus, the Marxist view on 
freedom is based on development. 


First, freedom is the result of social progress and 
developmeni. The process of human social progress 
and development is the process of continuous advance- 
ment toward freedom. Marx divides human societies 
into those based on precapitalist social formation, 
capitalist social formation, and communist social for- 
mation, in accordance with the degree of human 
freedom achieved. In this view, in a society based on 
precapitalist social formation, freedom is very narrow 
and “human productive capacity develops only within 
a narrow scope and in isolated locations”; thus, “here, 
whether in terms of individuals or society, it cannot be 
imagined that there can be free and full 
development.”' Capitalist society is characterized by 
“human independence based on material reliance,” 
and in such society individuals are freer than before. 
At the same time, the highly developed productive 
forces of capitalism have created conditions for the 
comprehensive and free development of human 
beings. Communist society is a society characterized 
by “free individuality based on individuals’ compre- 
hensive development and on the fact that their 
common social productive capacity has become their 
social wealth.”? Human freedom is the law-governed 
result of social progress and development, and is a 
matter of historical necessity. 


Marx has also revealed the tortuousness and complexity 
of the road leading to human freedom, arguing that the 
phenomenon of alienation of labor under the system of 
private ownership shows that social development has 
brought people both freedom and bondage: “While 
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engaged in labor, the laborer does not affirm himself, but 
negates himself; does not feel happy, but feels unhappy: 
and does not freely display his physical and spiritual 
power, but suffers physical harm and spiritual destruc- 
tion.” However, to sublate the alienation of labor “in no 
way means to return to the poverty characteristic of the 
unnatural, primitive simple state of affairs”; it does not 
entail social retrogression, but entails social progress and 
development, and is the “restoration” which “has thor- 
oughly and conscientiously preserved ali the abundant 
achievements of previous development.””* 


Second, the level of development of productive forces 
determines the degree and scope of freedom. 


Freedom is the understanding of necessity and ti trans- 
formation of the world. The degree of human .nder- 
standing of necessity and the human capacity to trans- 
form the world, are in the final analysis determined by 
the level of development of material productive forces. 
Therefore, Marx and Engels say, human beings can only 
“achieve freedom within the scope determined and 
permitted by existing productive forces.” The level of 
development of material productive forces determines 
the degree and scope of human freedom relating to 
human beings’ understanding, exploiting, and trans- 
forming nature. The development from simple stone 
axes to complex steam engines and modern computers 
and the development from materials to energy and 
information demonstrate the continuous renovation- 
based forward movement of material productive forces 
from being simple to being complex and from low to high 
levels, and also demonstrate the degree of human 
freedom as well as the process of continuous expansion 
and deepening, characterized by moving from parts of 
the world to the entire world, relating to human beings’ 
understanding, exploiting, and transforming nature. The 
development of material productive forces cannot be 
separated from the development of science and tech- 
nology, and science and technology are the primary 
productive forces. Therefore, the degree of freedom is 
also determined by the level of scientific and technolog- 
ical development. Science and technology are mankind's 
strong means and power for achieving freedom, and 
scientific and technological development also promote 
the emancipation of the human mind and the develop- 
ment of freedom consciousness. Discussing the great role 
played by the scientific discovery of the transformation 
of mechanical movement into heat in the history of 
human freedom, Engels says: “Every step of progress in 
culture is a step toward freedom.” Without the develop- 
ment of material productive forces, and without scien- 
tific and technological development, people would not 
be able to freely display their talent, to miraculously 
master nature, or to promote social progress so as to 
gradually create a paradise of freedom on earth. 


Third, the essential characteristic of freedom is the 
comprehensive and free development of human talent. 


When revealing the cdjective inevitability of mankind’s 
moving from the realm of necessity to the realm of 
freedom, Marx and Engels divide the history of human 
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quest for freedom into two major stages: One concerns 
the degree of freedom developed through mankind's 
material productive activities; the freedom involved 
here is freedom in the realm of necessity. Freedom in 
this stage can only exist in the following way: “Socialized 
people, united producers, will rationally regulate the 
material exchange between themselves and nature, 
placing such exchange under their common control and 
not allowing such exchange as a blind force to dominate 
themselves; and they will conduct such exchange, by 
using up as little power as possible and under conditions 
which are the most worthy of and appropriate to their 
human nature. Nevertheless, such a realm will always 
remain a realm of necessity.” The other is the stage of the 
comprehensive and free development of human beings 
themselves. Only i.: this stage will the realm of freedom 
start to exist. The realm of freedom exists on the other 
side opposite to the realm of real material production, 
and “in this realm opposite to the realm of necessity, 
human capability will develop for its own sake, and the 
true realm of freedom will then start to exist.” The two 
stages are both different and related. The realm of 
freedom prospers and develops on the basis of the realm 
of necessity. Human freedom is not only the shaking off 
of nature’s constraints and of class oppression and 
exploitation in society, but even more importantly the 
emancipation and development of human beings them- 
selves, encompassing the development of human intelli- 
gence and capability, the improvement of human phys- 
iological and psychological qualities, and the renovation 
of modes of thinking, channels of perception, aer*hetic 
awareness, moral norms, and lifestyles. Every step in 
economic, scientific, cultural, social, and cultural devel- 
opment is a step toward the realm of freedom where 
there will be free human beings. 


The Differences and Links Between the Right to 
Development and the Right to Freedom 


The right to development and the right to freedom are 
human beings’ two fundamental rights. The right to 
development and the right to freedom have a common 
basis. 


First, the right to development and the right to 
freedom are both historical categories and are con- 
strained by the economic structure of society and by 
social and cultural development which is constrained 
by the economic structure. The right to freedom is the 
core of human rights, and the most general and basic 
human right. The American Declaration of Indepen- 
dence, called the “first human rights declaration” by 
Marx, and the French Declaration of the Rights of 
Man and Citizen each mention the right to freedom at 
the very beginning. The right to development repre- 
sents contemporary development of human rights. The 
emergence of the right to development was the result of 
the economic development and the strengthening of 
economic ties in the world. As economic contacts 
between countries in the world are developing rapidly, 
economic development is no longer confined by the 
boundaries of a country, and the economies of the 
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countries are closely linked together. However, since 
for various reasons the economies of the countries in 
the world are different in terms of development oppor- 
tunity, the environment and condition for develop- 
ment, and development levels, some developed coun- 
tries are obstructing and sabotaging the development 
of less developed countries in order to promote their 
Own interests; as a result, people have begun to advo- 
cate the right to development, which demands that 
cooperation between countries be strengthened on the 
basis of equality and mutual benefit, so as to ensure 
that all countries have the same right to development. 
In order to create a good environment for the eco- 
nomic and cultural development of their own coun- 
tries, some developing countries demand the elimina- 
tion of the various restrictions and obstacles facing 
them which have been created by colonialism and 
racism, the suppression of the colonialists’ economic 
plundering and aggression targeted at them, and the 
obtaining of the right to freely develop their own 
countries. 


In socialist society, the system of exploitation of man 
by man has been eliminated, and as a result the people 
at large have for the first time obtained the right to 
economic development based on equality. However, 
socialist society is born oui of capitalist society, and 
contains traces of the old society in many aspects. 
There is need for further political, economic, cultural, 
and social development, and thus there still exists the 
issue of the right to development. The white paper, 
“The State of Human Rights in China,” explicitly 
points out: “Our country still gives emphasis to the 
safeguarding and obtaining of the state’s, the nation’s, 
and the individuals’ right to economic, cultural, social, 
and political development.” 


Second, the right to development and the right to 
freedom are class-based rights. According to Marxism, 
human beings not only have their biological and natural 
properties, but more importantly their social properties. 
In class society, human beings are human beings 
belonging to classes. Therefore, human rights are always 
class-based human rights. The bourgeoisie would 
describe the right to freedom as a right applicable to all 
human beings; but in fact the bourgeois right to freedom 
is the right to exploit the proletariat and the people at 
large and the right to extract the last ounce of fat from 
workers. The right to freedom sought by the proletariat is 
the majority’s right to freedom. In regard to the right to 
development, there is also the issue of determining 
which class is the owner of the right to development. The 
right to development refers to the right of the majority of 
people to development, and is the right of the proletariat 
and oppressed nations and people to self-development. 


Third, the right to development and the right to freedom 
are different rights, and thus there are also some differ- 
ences between them. 


The first is the difference in historical background. The 
human rights slogans that the bourgeoisie used in their 
antifeudal struggles encompassed the right to freedom. 
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However, the right to development began to be advo- 
cated by deveioping countries in the coptemporary era. 
The right to development has been recognized by the 
majority of countries in the world and written into the 
relevant international human mghts instruments; it 
began to be advocated by the proletariat and oppressed 
nations and people in the course of their struggles against 
imperialism and colonialism. 


The second is the difference in the content of the rights. 
The issue of freedom involves all aspects of such spheres 
as the philosophical, scientific, political, psychological. 
value, aesthetic, and social spheres; in the social sphere, 
freedom is closely related to people’s rights. The right to 
freedom refers to social and political freedoms and 
rights, encompassing the right to free expression, press 
freedom, the right to communication, and the right to 
elect people and to be elected, as well as other constitu- 
tionally and legally protected rights to social freedoms, 
such as the rights to freedom of residence, to religious 
freedom, and of the inviolability of the human person. 
The content of the right to development is very exten- 
sive; it not only refers tc individuals’ development, but 
more importantly refers to the development of countries 
and nations; it encompasses not only political develop- 
ment, but also development in such spheres as the 
economic, cultural, and social spheres, with economic 
development being the most salient development; in 
addition, there are also the right to freely engage in 
scientific research and cultural and artistic creation, and 
the rights regarding people’s life and health and the 
protection of the interests of old people, women, chil- 
dren, and youths. 


The third is the difference in the focus of struggle. The 
Marxist view on human rights and the bourgeois view on 
human rights are two views on human rights which are 
fundamentally opposed to each other, and there has 
always been a struggle between them. However, the 
specific content and form of the struggle sometimes 
change, and the struggle surrounding the right to 
freedom and the struggle surrounding the right to devel- 
opment also have their different focuses. In regard to the 
issue of the right to freedom, as far as the concept of 
“right to freedom” itself is concerned, both the Marxist 
view on human rights and the bourgeois view on human 
rights recognize that the right to freedom is a human 
right, but they maintain fundamental differences con- 
cerning the class essence of the right to freedom. The 
bourgeoisie will do everything to deny and hide the class 
nature of the right to freedom, describing the bourgeois 
right to freedom as everyone’s right to freedom. 
Marxism exposes the class nature and limitedness of the 
bourgeois right to freedom. In this way, the specific 
content of the struggle between the two views on freedom 
is determined. 


On the issue of the right to development, the United 
States and a small number of other countries deny that 
the right to development is a human right. The United 
States was the only country which voted against the 
Declaration on the Right to Development adopted by the 
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UN General Assembly. However, most developing coun- 
tries insist that the right to development is a funda- 
mental human right. As a result, the issue as to whether 
the right to development is a fundamental human right 
has become the specific content of the international 
struggle concerning human rights. Undoubtedly, in 
essence, the U.S. denial of the right to development also 
shows the class nature of the bourgeoisie. 


Endeavor to Obtain and Perfect the Right to 
Development, Continuously Promote and Expand the 
Right to Freedom 


The right to development provides the right to freedom 
with the social environment for development as well as 
material and spiritual guarantees. State independence 
and national liberation are the minimum conditions for 
obtaining the right to freedom. If a country has been 
subjected to foreign aggression and intervention and 
turned into a colony or semicolony, then the people of 
that country would have no right to freedom to speak of. 
If, after obtaining political independence, a country is 
still in a situation where the economic lifelines are 
controlled by foreigners, where the country’s production 
is arranged in accordance with the will and interests of 
foreign monopoly capitalists, and where the country 
does not have the independent right to economic, cul- 
tural, and other development, then the right to political 
freedom would remain empty, and the independence 
and self-determination which have been obtained can 
still be lost. Therefore, the right to economic develop- 
ment based on equality is the basis for consolidating 
political independence and freedom, and represents the 
development of the right to national self-government, 
the right to development provides the objective environ- 
ment and conditions for the development of the right to 
political freedom. At the same time, in terms of each 
individual's right to freedom, the right to development is 
also a guarantee of the right to freedom. A country’s 
constitution and laws can provide for citizens’ various 
freedoms and rights; but, if in the absence of economic, 
scientific, and technological development, people live in 
abject poverty, do not enjoy such living conditions as 
ensuring basic food and clothing, and can hardly main- 
tain subsistence despite their working all day long, how 
can they find the tire to get involved in politics and 
participate in the handling of national affairs? Without 
economic development, there will be no cultural devel- 
opment. People without culture can only stay with 
backwardness and ignorance, but will not be able to 
enjoy democracy, freedom, or rights. Under such cir- 
cumstances, it would also be impossible to see people’s 
initiative and creativity fully displayed. 


The right to development and the right to freedom affect 
each other. The right to development promotes the 
development of the right to freedom, and the right to 
freedom, in turn, promotes the development of the right 
to development. The beginning of advocating of the right 
to development marked the people’s awakening and the 
development of freedom consciousness on the part of the 
people, while the obtaining of the right to development 
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promotes the further development of such freedom con- 
sciousness and the spirit of freedom. Since human 
society first appeared, freedom and development have 
been synchronized. The history of human development 
is also the history of the human quest for freedom. 
However, the right to development did not begin to be 
advocated at the same time as the right to freedom. For 
a long time in history, a minority of people enjoyed the 
right to development, while the majority of people were 
deprived of the right to development. As Marx and 
Ergels say, in capitalist society “human development 
can only assume the following form: some people rely on 
others for satisfying their own needs, and thus some 
people (a minority) have obtained the exclusive right to 
development; at the same time, other people (the 
majority) often have to struggle in order to satisfy their 
most urgent needs, thereby temporarily losing the possi- 
bility of any development.”’ The right to development, 
which began to be advocated by developing countries, 
has now begun to change this situation, and the minor- 
ity’s exclusive right to development is being replaced by 
the majority’s right to development. The oppressed 
nations and people at large have enhanced their national 
self-determination consciousness, self-emancipation 
consciousness, and freedom consciousness, through their 
struggles against imperialism, colonialism, and racism, 
and seized back the right to development from imperi- 
alists. Only by achieving economic and cultural develop- 
ment with the unique national characteristics of one’s 
own country would it be possible to obtain the funda- 
mental freedom and right to enjoy all human rights in 
the fullest manner. At the same time, the beginning of 
advocating of the right to development also has shown 
that the oppressed nations and people dared to break 
through the confines imposed by the traditional concept 
of human rights. Such an action closely linked up the 
issue of human rights with the two major themes for the 
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present era, peace and development, thereby promoting 
the cause cof human struggle for human freedom, peace, 
and development. 


After establishing the socialist system, the proletariat is 
still faced with the issue of obtaining and perfecting the 
right to development. This is b-cause socialism itself is 
“‘a steep, unexplored high mountain where no people 
have ever come,” and because the development of the 
socialist system is a maturing and perfecting process in 
which the system matures and is perfected. In socialist 
society there still exist man-made constraints and obsta- 
cles, and people will commit serious errors in regard to 
their understanding and guiding ideas. Therefore, pro- 
tecting and perfecting the people’s right to development 
remain an important task for our country’s democratic 
political construction. Our country’s current reforms of 
the economic and political systems are a campaign to 
emancipate the mind. Such reforms are the fundamental 
measures to promote the development of productive 
forces as well as scientific and cultural development, and 
also the fundamental motive force propelling the devel- 
opment of the right to freedom. 


The obtaining of the right to development cannot be 
entirely equated to the proletariat’s noble historical 
mission. Only by eliminating classes, eliminating the 
traditional division of labor, and enriching itself through 
absorbing all the knowledge and wealth created by man- 
kind, would the proletariat be able to realize the ideals of 
the realm of freedom and free human beings. 


Footnotes 


1., 2., 3. Complete Works of Marx and Engels, Vol 46 
(Part One), pp 485, 104. 


4. Ibid., Vol 42, pp 93, 175, 120. 
5. Ibid., Vol 3, p 507. 

6. Ibid., Vol 25, pp 926-927. 

7. Ibid., Vol 3, p 507. 








JPRS-CAR-93-078 
26 October 1993 


NATIONAL AFFAIRS, POLICY 


CASS Scholar Commencs on State Economic 
Control 


94CE0014A Beijing JINGJI RIBAO 
in Chinese 17 Sep 93 p 7 


[Article by staff reporter Wang Shengyan: “There Should 
Be No Weakening of the State’s Capacity for Macroeco- 
nomic Regulation and Control—An Interview With Dr. 
Hu Angang of the Chirese Academy of Social Sciences”) 


[Text] Effectively strengthening macroeconomic regu- 
lation and control is a major part of the current effort 
to deepen the market-oriented economic reform, and 
also a systems engineering project, which seems to be 
something we know but with which we deeply feel 
unfamiliar. Early this year, Hu Angang, a young doctor 
at the Chinese Academy of Social Sciences, and 
another scholar, Wang Shaoguang jointly wrote a 
140,000-character research report on China’s state 
capacity which is now arousing great attention from all 
sectors. Recently, Hu Angang briefed this reporter on 
their research results. The discussions were casual in 
nature, but the issues raised by the authors warrant 
deep thinking on the part of comrades of the eco- 
nomics circles. 


State Capacity Amid Rapid Economic Growth and 
Declines in Central Government Fiscal Revenues 


At the outset of the discussion, Hu Angang did not 
address the issue right away; instead, he showed this 
reporter a cluster of figures: In 1980-1990, China’s gross 
domestic product [GDP] grew at an average annual rate 
of 9.5 percent, thereby making China a country with a 
fastest growing economy in the world. However, rapid 
economic growth has failed to bring along and stimulate 
synchronized growth in the state’s fiscal resources, and 
the proportion of government fiscal revenues to GDP 
has declined from 34 percent in 1978 to 15 percent 
today. The continued decline in the proportion of central 
government fiscal revenues has weakened the central 
government’s capacity for economic regulation and con- 
trol, and indicates that since the start of the reform and 
opening up, China’s state capacity has been weakening in 
a serious way, instead of growing. 


He went on to explain that a decline in state capacity is 
not the same thing as a decline in comprehensive 
national strength. The former refers to the state’s ability 
to impose its will, while the latter refers to the totality of 
all available resources and forces of a country in a certain 
period. If the central government has a weak extractive 
(fiscal) capacity, enormous comprehensive national 
strength does not necessarily mean strong state capacity; 
if the government has a strong extractive (fiscal) 
capacity, modest comprehensive national strength does 
not necessarily mean weak state capacity. 


“Could you please outline the components of state 
capacity?” this reporter asked as he pursued the subject. 
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According to Hu Angang, state capacity has four com- 
ponents: fiscal extractive capacity, regulation and con- 
trol capacity, legitimation capacity, and enforcement 
Capacity; in this regard, the state’s fiscal extractive 
capacity is the most important state capacity and the 
basis for acquiring state capacity in the other areas. To 
strengthen state capacity is to strengthen the state’s 
capacity to mobilize and extract social resources. The 
main indicators of the state’s fiscal extractive capacity 
are: first, the proportion of fiscal revenues to national 
income, and, second, the proportion of central govern- 
ment fiscal revenues to national income. Factors 
affecting the state’s fiscal extractive capacity include 
developmental factors, structural factors, and policy 
factors. If a country’s level of economic development 
and economic structure are constant, that country’s 
fiscal system is the most important factor determining 
the state’s fiscal extractive capacity. 


When the reporter inquired about the role of state 
Capacity in economic life, Hu Angang said that state 
Capacity was one of the most important conditions for 
achieving industrialization and modernization in a 
country, and should have profound bearing on the pro- 
cess of industrialization in China. A major reason why in 
the 2Gu-year period from 1750 to 1950 China turned 
from being strong to being weak and never succeeded in 
achieving economic growth in any sense vas that China 
lacked a strong central government which had a clear 
modernization goal as well as strong state extractive 
capacity. The miraculous economic growth of the Chi- 
nese economy since the early 1950s, especially during the 
First Five-Year Plan period, was ?o a large extent due to 
the fact that the Chinese Government quickly strength- 
ened state capacity in a short time and enlarged the 
proportion of central government fiscal revenues to 
national income. 


Facts About the Decline in State Capacity Since the 
Start of the Reform, and the Consequences and Causes 
of Decline 


According to Hu Angang, an important negative effect 
of the “eating from separate pots” fiscal contract 
system used since 1980 has been the rapid decline in 
the state’s fiscal extrative capacity and the scattering 
of government fiscal resources, resulting in the weak- 
ening of the central government’s capacity for macro- 
economic regulation and control. There are the fol- 
lowing manifestations: 


—Fiscal revenues’ growth elasticity has declined, and the 
elasticity is low all the time. In 1986-1990, an increase 
of | percent in gross national product [GNP} would 
lead to an increase of only 0.66 percent in fiscal 
revenues, and thus the elasticity was 0.66; during that 
period, fiscal revenues’ growth elasticity was higher in 
other countries than in China. 


—The continued decline in the proportion of govern- 
ment fiscal revenues. In China, the proportion of fiscal 
revenues to GNP was 31.2 percent in 1978, and fell to 
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14.2 percent in 1992, representing the lowest point 
since the founding of the PRC. According to elasticity 
level calculations, it is estimated that under the cur- 
rent fiscal management system, the proportion of 
China’s fiscal revenues to GNP will fall to 13.3 per- 
cent in 1995 and to 11.3 percent in the year 2000. 


At the same time, local fiscal capabilities have grown 
rapidly, resulting in a situation where the localities have 
become richer through impoverishing the center. 


—Excessively rapid growth in extrabudgetary funds and 
the decentralization in the areas of fiscal revenues and 
expenditures. The fiscal contract system itself is char- 
acterized by various loose structures, and there are at 
least six contracting methods based on dividing up 
total revenues, such as fixed-amount remittance con- 
tracting, fixed-amount subsidy contracting, progres- 
sive revenue-increase contracting. This state of affairs 
iS not in accord with a standardized, uniform bud- 
getary system, and does not meet the requirements of 
market economy. 


—In China, extrabudgetary funds are gathered and 
used by the various localities, organizations, and 
enterprises. Such gathering and use of funds are 
governed by independent, local decisions; they are 
neither governed by state plans nor controlled by the 
center. Thus, not only have the localities’ share of 
total fiscal revenues and expenditures increased con- 
tinuously, but also extrabudgetary funds have grown 
rapidly. In 1978, extrabudgetary funds equaled 31 
percent of budgetary funds; this ratio was as high as 
95 percent in 1989. 


According to Hu Angang, the uecline in the state’s fiscal 
extractive capacity has a series of serious short- and 
long-ierm consequences. 


—Rapid growth in investment. Since 1979, China has 
experienced four episodes of large-scale upsurges of 
investment activities, during which the localities went 
all out to start projects and enlarged the construction 
scale at will, resulting in the scale of capital construc- 
tion exceeding the limit imposed by national capabil- 
ities and resource supplies. 


—The expansion of consumption demand. Such 
demand mainly comes from two sources: The first is 
the pressure of people’s consumption demand and 
the growth in people’s consumption funds; the total 
amount of wages for workers nationwide increased 
by 17 percent in 1992. The second is the increase in 
social consumption demand and the growth in social 
consumption funds; retail sales accounted for by 
social institutional purchasing increased by 20.6 
percent in 1992. 


—Cyclical economic fluctuations. During economic 
expansion, the localities would rush into action and 
start construction projects in a blind and overlapping 
manner, resulting in the occurrences of the “invest- 

real estate craze,” and “development 
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ment craze, 
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zone craze.” In this period, the center and the locali- 
ties would have basically similar objectives, that is, to 
accelerate economic development. When expansion 
has reached its peak, the center would be anxious to 
stabilize the situation so as to curb economic fluctua- 
tions, but the localities would continue to pursue their 
own objectives; as a result, the objectives would 
become different, as one side would push for adjust- 
ment while the other would push for continued expan- 
sion. Finally, faced with the reality of weak state 
capacity, the center would be forced to resort to 
“indiscriminate” suppressive methods. 


Market economy demands that means of macroeco- 
nomic regulation and control be economic and legal, and 
that administrative means serve as complementary 
means. But, when state capacity is weak, the state has to 
use administrative means to a greaier extent; as a result, 
it becomes difficult for the economy to get off the old 
track characterized by a situation where “every round of 
tightening would stifle the economy, while every round 
of loosening would lead to discider.” 


—The formation of independent local economies char- 
acterized by a situation where each locality would 
have all the sectors and a separate system, and the 
emergence of regional blockades and trade barriers. 


—Fiscal deficits in consecutive years. China’s cumulated 
fiscal deficits for 1971-1992 totalled as much as 416.8 
billion yuan. According to double-entry budgeting 
calculations, 1992 saw an alarming fiscal deficit of 
90.494 billion yuan, representing 3.78 percent of 
GNP. With the decline in state capacity, there would 
be no necessary fiscal capability to make up the 
deficit, and inflation thus becomes unavoidable. 


With regard to the cold realities described by Hu 
Angang, this reporter made the following inquiry: Since 
the start of the reform, China’s GNP has doubled, and 
the level of per capita income has markedly increased, 
with the proportion accounted for by the value of non- 
agricultural output growing continuously. These factors 
should be said to have been conducive to expanding the 
center’s fiscal-capability base and to strengthening state 
capacity; why is the actual situation so different? What is 
the root cause? 


Hu Angang answered that in a word the serious defects in 
the fiscal contract system had produced negative effects 
which had to a great extent offset the positive effects of 
economic growth on increasing fiscal revenues. Under 
such a bad, nonstandardized fiscal system, declines in 
the state’s fiscal extractive capacity are inevitable. There 
are following manifestations: The contributing effect of 
industrial growth on fiscal revenues has decreased, and 
profits of the industrial sector have declined for consec- 
utive years; the development of the state sector is lagging 
behind, and large and medium-sized state-owned enter- 
prises are making losses on a widespread basis, resulting 
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in the reduction in their fiscal contributions, the non- 
State sector is developing rapidly, but economic contri- 
butions are not in direct proportion to fiscal contribu- 
tions; the localities would compete in granting 
unauthorized tax-breaks, and the center’s preferential 
policies are issued at the cost of reducing the center’s 
own fiscal revenues, resulting in an error in reform- 
related thinking: reform means delegating power and 
giving away gains, giving the localities preferential treat- 
ment, and tax-breaks. 


Strengthen the Central Government's Leading Role in 
the Period of Transition From the Old System to the 
New System 


To seek ways of checking the decline in state capacity is 
Hu Angang’s purpose in writing this research report. 
According to Hu Angang, the decline in state capacity 
has been going on for quite some time; however, since 
the first quarter last year, China’s economic develop- 
ment has encountered some new problems, thus making 
it absolutely necessary to strengthen macroeconomic 
regulation and control and to give emphasis to state 
capacity. Market economy is the best method found so 
far of effectively carrying out production and allocating 
resources, but state regulation and control have always 
been indispensable in a market economy; the market is 
not Omnipotent in any case. This is so because: the 
creation and establishment of the market economic 
system are a nonspontaneous acceleration process; the 
transition to a market economy is a process of conflicts 
of, and changes, in ideas as well as a process of interest 
and power readjustment, and it is necessary for the 
government to act to ensure the complementarity among 
different interests in society; the transition to a market 
economy requires a stable and relatively relaxed macro- 
economic environment, and the central government 
plays the stabilizer role in the economy. Furthermore, as 
China is a large developing country, the existence of such 
unavoidable developmental problems as population 
expansion, environmental deterioration, and growing 
income gaps has determined that the central government 
has inescapable responsibilities, and that the central 
government has a leading role to play in the transition to 
a market economy. 


According to Hu Angang, the fundamental way to 
increase the state’s fiscal extractive capacity is, first, to 
increase the government’s capacity to extract resources 
from society, turning a substantial part of social 
resources into government resources through taxation; 
and, second, to improve the central government’s 
capacity to employ fiscal resources, turning a substantial 
part of government resources into central government 
resources through using a stable system of separate 
taxation. Specific policies include the following: 


—Have state fiscal revenues governed by a modern 
system of separate taxation. There should be three 
levels of authority regarding tax collection (the 
center, provinces and autonomous regions, and 
counties and cities), and four levels of authority 
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regarding the use of fiscal resources (the center, 
provinces and autonomous regions, counties and 
cities, and districts and townships). The state tax 
should be a uniform national tax, and provinces and 
autonomous regions should have no power to make 
changes or grant tax-breaks in this regard; the local 
tax should be a uniform tax in a province or auton- 
omous region, and counties and cities should have 
no power to make changes in this respect. The 
adoption of the separate taxation system is the key to 
checking the decline in the state’s fiscal extractive 
capacity, and it is absolutely necessary to carry out 
the reform introducing the separate taxation system. 


—Unify the taxation system and tax rates. Apply a 
uniform corporate income tax to all domestic and 
foreign enterprises, except for in free trade zones; 
enforce stringent standards in applying “preferential 
policies” to foreign firms. Have all state-owned enter- 
prises governed by a modern system of “separating 
profits from taxes.” 


—Institute an individual income tax. Redefine the scope 
of individual income; establish the system of indi- 
vidual income reporting; adopt progressive rates for 
the individual income tax; and institute a individual 
inheritance tax and immovable property tax. 


Strengthening the central government’s leading role in 
the economy does not mean to form an overly central- 
ized central government because an overly centralized 
central government and an unregulated free market both 
have fatal weaknesses, and we have learned enough 
lessons in this respect during the several decades of 
development, Hu Angang emphasized in the end. In 
order to change the situation of low efficiency in the 
allocation of resources caused by a highly centralized 
central government, we have carried out market- 
oriented reforms; in order to reduce the recklessness and 
fluctuation in economic development, we argue that it is 
necessary to effectively strengthen macroeconomic reg- 
ulation and control. Therefore, it is no longer possible to 
fundamentally check the decline in state capacity and to 
prevent the recurrence of economic fluctuations through 
making limited and short-term repairs of the economic 
system; there must be comprehensive improvement 
under a “package” plan. Accelerate and improve eco- 
nomic reforms, while clearly defining the authorities of 
the center and the localities! 


SPC To Facilitate Enterprise Transformation 


93CE0894A Beijing JINGJI CANKAO BAO in Chinese 
19 Aug 93 


[Article by Ding Genxi (0002 2704 0823) and trainee Jin 
Hui (6855 2547): “State Planning Commission Pro- 
motes New Acts Complementing Reform; Deepen 
Reform Plans, Thoroughly Implement ‘Rules””’] 


[Text] (Editor's note:} The “Rules for Transforming the 
Management Mechanism of Industrial Enterprises 
Owned by the Whole People” have been promulgated for 
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more than one year. There nave been good results in a 
surge of high tide to implement the “rules” thoroughly 
and earnestly nationwide at all levels. At the same time, 
there is a louder call daily to actively promote reforms 
complementing the “rules."’ Responsible cadres of the 
State Planning Commission [SPC], Ministry of Finance, 
Ministry of Labor, State General Taxation Bureau, the 
People’s Bank of China and supervisory units made 
special statements regarding promoting complementary 
reforms and other matters at the recently concluded 
National Enterprise Management Mechanism Transjor- 
mation Meeting. As of today, this paper will report 
continuously on the statements made by these sectors 
regarding related matters and further thorough imple- 
mentation of the “rules.” 


Given the actual conditions of China’s economic devel- 
opment, while there is a high tide of further imple- 
menting the “regulations,” the SPC braveiy is reforming 
the planned management mechanism and continuously 
promoting a series of new acts complementing reform to 
reduce the state’s mandated planning, accelerate the 
pace of price reform and reform the investment system. 


Since promulgation of the “Rules for Transforming the 
Management Mechanism of Industrial Enterprises 
Owned by the Whole People,” the SPC clearly proposed 
formulating effective measures complementing reform 
strictly according to the “rules” regarding implementing 
enterprise autonomy and concrete goals for pushing 
enterprises towards markets. Concerning planned man- 
agement, it further reduces the scope and quantity of 
state mandated planning and expands enterprise 
autonomy over production managment. In 1993, there 
were 62 state-mandated industrial production quotas, 
down from 91 in 1992, of which, mandated product 
quotas were reduced from 59 to 36. The varieties and 
quantities of such important mandated production 
materials as steel, coal, crude oil, electricity generation, 
nonferrous metals and cement all were readjusted and 
reduced considerably. At the same time, as a pilot, all 
mandated planning for the Capital, Chongqing and 
Xiangtan Steel Works was rescinded. Hereafter, the SPC 
also will further reduce state mandated industrial pro- 
duction and shrink state monopoly mandated quantitites 
based on demand and actual feasibility. 


Regarding price reform, the SPC proposes new routes for 
accelerating the pace of price reform. It determined 
liberalizing prices on basic industrial products such as a 
large amount of central state monopoly coal and steel pro 
ducts, some cement prices, and group by group readjust- 
ment of rail transport, steel, electric power, processed 
oil, and post and telecommunications charges. One-third 
of mandated crude oil will be switched to market prices. 
Likewise, according to the demands of the “rules,” the 
SPC also will make a timely study of total implementa- 
tion of enterprise construction and investment decision 
making, in particular, liberalizing jurisdiction over use 
of foreign investment by some enterprise blocs, and 
simplifying and improving the efficiency of examination 
and approval procedures for construction projects. 
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Based on the need to accelerate the establishment of a 
socialist market economy, the SPC also proposed 
speeding up the pace of transforming functions. In terms 
of planning ideology and contents, there must be a turn 
away from the past indivisible government and enter- 
prise and favor toward enterprises’ microeconomic 
activity and toward using most energy to study proposals 
for a overall national economic and social devieopment 
Strategies, major policies and principles, and better 
development of the state’s functions in macroeconomic 
planning, remedying market deficiencies, and coordi- 
nating major shares and structures; a turn away from 
favoring mandated planning and toward essential guid- 
ance uniting guidance, coordination and services; and 
establishing the notions of the market as the base, service 
to the grassroots and to the enterprise; and strengthened 
information and consulting services. Regarding planning 
forms and methods, we must turn away from the former 
favor of using administrative measures in direct man- 
agement and futher toward mainly indirect readjust- 
ments and controls, chiefly using economic policies, 
levers, rules and regulations to guide, readjust and con- 
trol planning. 


Problems in Socialist Market Economy Examined 


93CE0842A Beijing ZHONGGUO JINGJI TIZHI 
GAIGE [CHINA'S ECONOMIC STRUCTURE 
REFORM] in Chinese No 7, 23 Jul 93 pp 18-19 


{Article by Zhong He (6988 3109): “Examination of 
Theoretical and Practical Problems in the Socialist 
Market Economy—Roundup of the Haikou Chinese and 
Foreign Scholars International Workshop”} 


[Text] The International Workshop on Theoretical and 
Practical Problems in China’s Progress Toward a Market 
Economy was held in Haikou from | - 3 July. State 
Council member Li Tieying [2621 6993 2503] made a 
prepared speech to the meeting in which he expressed 
sincere congratulations to the workshop on behalf of the 
Chinese Government. 


The workshop was special in the following ways: The 
attendees came from different backgrounds and fields of 
specialization. Most were well-known experts or scholars 
in various academic disciplines, particularly economic 
theory and economic reform. Second, the topics for 
discussion at this meeting were rather profound and 
difficult, all of them having a bearing on urgent, com- 
plex, and important problems in China’s advance toward 
a market economy. Third, the atmosphere of the work- 
shop was cordial, everyone speaking freely, each 
expressing views, debating with each other, bravely 
expressing their own academic viewpoints, and making 
some recommendations of a policy nature. 


Basic Problems in China’s Movement Toward a Market 
Economy 


The Chinese and foreign delegates to the meeting unan- 
imously believed that the achievements made during the 
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past 15 years of economic system reform are tremen- 
dous, and they examined from many angles the reasons 
for China’s high speed economic growth. In comparison 
with the economic reforms of the former Soviet Union 
and East Europe, many delegates felt that China’s 
gradual reforms have been a successful experience. Of 
course this does not preclude a rapid pace and giant 
strides in reforms for which conditions are ripe. They 
believed that the “shock therapy” that some countries 
administered produced serious economic recession and 
social instability, which are not desirable. 


Everyone agreed that China’s basic problems in moving 
toward a market economy are three: One is how to go 
from a traditional national direct microeconomic regu- 
lation and control system to a macroeconomic indirect 
regulation and control system to establish and perfect a 
macroeconomic regulation and control system that is 
effective and is consistent with development of a market 
economy. Second is how to perfect and develop the 
market system, particularly how to promote the forma- 
tion and perfection of key production element markets. 
Third is how to the microeconomic foundation for a 
socialist market economy, particularly how to solve the 
equity problems of state-owned enterprises. 


Macroeconomic Regulation and Control of the Socialist 
Market Economy 


Macroeconomic Control Reform Problems 


The delegates felt that reform of macroeconomic control 
is a major hot spot in current economic reform. Some 
delegates suggested that because of the lag in macroeco- 
nomic control reform, invigoration of the micro- 
economy will cause chaos in macroeconomic control. In 
the process of changing from a traditional system to a 
socialist market economy system, macroeconomic regu- 
lation and control cannot abandon needed administra- 
tive measures; however, for the most part, it should use 
to the full economic and legal means. It must establish 
and perfect a socialist market economy legal system. 


The delegates suggested that as part of macroeconomic 
control, the government should intervene in the market 
as needed; however, things that the market itself can do, 
the government should not act on. The market should be 
allowed to exercise its role. Right now attention should 
be paid to avoiding the use of the methods of a planned 
economy to regulate the market economy. 


Financial System Reform Problems 


The delegates felt that the building of a strong central 
bank is an extremely important problem in macroeco- 
nomic control. Thus, the central bank should have the 
authority and the responsibility to regulate and control 
currency, as well as the ability to control it. In particular, - 
it should have the ability to analyze correctly and judge 
the macroeconomy. At the same time, the central bank 
{ profit retention system should be abolished in order to 
avoid the central bank expanding the basic money 
supply in order to make a profit. The central bank should 
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use its economic region set up to prevent local govern- 
ments from pressuring central bank branches to expand 
the money supply. Central bank regulation and control 
methods should also be reformed. Yet another important 
function of the central bank ts responsibility for super- 
vising financial institutions. The present chaotic finan- 
cial situation shows that the central bank should enhance 
supervision and auditing of financial institutions. 


Yet another important issue in financial reform is sepa- 
ration of the banking system’s loans made for policy 
reasons from loans of a commercial nature. Special 
policy nature banks should be set up to be specifically 
responsible for making loans of a policy nature. In 
addition, the specialized banks should convert to com- 
mercial banks. Some delegates particularly emphasized 
that reorganization of the commercial banks is the key to 
financial reform. Despite advances in China’s direct 
financing, the mainstay in financing remains the com- 
mercial banks. Some delegates also suggested establish- 
ment of some nonnational commercial banks to provide 
services for medium and small enterprises. 


Fiscal System Reform Problems 


Discussion produced suggestions for the standardiza- 
tion of the division of revenues between the central 
government and local governments, and between the 
government and enterprises, a tax sharing system 
replacing the current local government fiscal contrac- 
tion. Some people suggested adoption of central gov- 
ernment and local government fiscal sharing followed 
by a transition to a revenue sharing system. Both 
governments and enterprises should adapt a “separa- 
tion of profits and taxes method” of distribution to 
replace the contracting system. 


Enterprise System Reform 


Delegates to the meeting unanimously agreed that enter- 
prise reform is a key issue ip current reform. Unless the 
state-owned enterprise system is reformed, the socialist 
market economy will have no attendant microeconomic 
foundation. This will also have a detrimental effect on 
reform in other regards, and will be detrimental to 
macroeconomic stability. 


The delegates felt that reform of the state-owned enter- 
prise system means mostly finding a public ownership 
economy implementation method to enable the linking 
of the publicly owned economy and the market economy 
rather than resorting to privatization. In a socialist 
market economy, diverse economic forms co-exist, 
develop in common, and compete equally for a long 
time. The ownership system structure cannot be refined 
over and over again. Changes will occur as reform 
intensifies and the economy develops. The mixing of 
forms of ownership is an unavoidable trend. 


The delegates suggested that the key to state-owned 
enterprise reform is reform of the equity system. Jurid- 
ical entity ownership rights must be established, enter- 
prise juridical entity ownership rights and the state’s 
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ultimate ownership rights being separate. Only in this 
way Can enterprises be truly responsible for their own 
profits and losses. State-owned enterprise transforma- 
tion via the corporation system is an effective way to 
change enterprises’ operating mechanisms. Different 
corporate organizational forms may be used, mostly the 
State sole proprietorship corporation, the publicly owned 
juridical person stock holding limited liability corpora- 
tion, and the limited liability corporation in which 
public ownership predominates. The large number of 
small retail products, foodstuffs, and services enter- 
prises, and small industrial enterprises may be converted 
to state-owned civilian operated enterprises through the 
sale of equity rights, through a change to collective 
enterprises, partnership enterprises, or privately owned 
enterprises, or through leasing. The sale of equity rates is 
not the same as privatization, but rather a change in the 
form of assets, changing them from material form to 
currency form, then investing them in infrastructure and 
basic industries for a readjustment of the structure and 
an increase in reforms. Civilian operation also does not 
mean privatization. Private ownership must mean 
civilian operation, but civilian operation does not mean 
private ownership. It means a change in the form of 
operation. Therefore, when some people at this meeting 
proposed civilian operation and the sale of equity rights, 
they were not advocating privatization. A large body of 
facts shows that the key to the success or failure of 
publicly owned enterprises and privately owned enter- 
prise in the world lays in the existence of market com- 
petition pressures and flexible cperating mechanisms. In 
a book titled, “Factors in the Success of Publicly Owned 
Enterprises,” the Wo7ld Bank fully explained this issue. 


The Economic Growth and Inflation Issue 


How to assess China’s current economic situation was a 
rather intensely discussed issue at this workshop. One 
view maintained that China’s economic system today 
shows overheating, which is expressed largely in the 
overly large scale of investment leading to inflation of 
demand. The too rapid rise in prices has increased the 
factors for social instability, and the real estate craze and 
the stock share craze have created a kind of “bubble 
economy.” Another view maintained that the over- 
heating concept lacks clarity. It is not scientific. When 
the economic cycle is in the ascending stage, the various 
situations that rapid economic growth occasion such as 
the expansion of investment, fiscal deficits, currency 
inflation, and unemployment are normal market 
economy phenomena. 


Some delegates believed that the overly rapid rise in 
prices today means that inflation is here. Therefore, we 
must unify perceptions, resolutely eliminate the theory 
that “inflation is not harmful,” and do all possible to 
stabilize prices, using a stable society to fashion a relaxed 
environment for the support of reform and the intensi- 
fication of reform. 


As to what actions should be taken on some problems 
that are now appearing in the economy, the delegates 
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universally agreed there is no need to use “slam- 
on-the-brakes” tactics. Only microcontrol methods 
should be used to avoid a tremendous drop in economic 
returns. Everyone agreed on the need to intensify reform 
in order to solve the problems in current economic life. 
Particularly care should be taken to avoid the regression 
problems of the old system. 


More than 130 people including China’s famous export 
and scholars Sun Shangqing [1327 1424 3237], Dong 
Fureng [5516 6534 4356], An Zhiwen [1344 1807 2429], 
Gao Shanquan [7559 1424 0356], Ma Kai [7456 0418), 
Tung Dalin [4547 1129 2651], Yang Qixian [2799 0796 
0341], Zhou Xiaochuan [0719 1420 1557], Huang Da 
[7506 6671], Wang Yu [3769 6877], and Xiao Zhuoji 
[5135 35041015], as well as some well-known econo- 
mists from Hong Kong, Taiwan, the United States, and 
Singapore, delegates from the American Ford Founda- 
tion, the United States Chamber of Commerce, the 
Asian Development Bank, and the World Bank, and 
some Chinese students studying in the UK and the 
United States attended the meeting. This workshop was 
jointly organized by the Chinese (Hainan) Reform and 
Development Research Institute, the Chinese Economic 
Association in the United States, and the Chinese Eco- 
nomics Society (UK). 


PROVINCIAL 


Liaoning Foreign Trade Reviewed, Tasks Planned 


93CE0869A Shenyang BOHAI SHANG BAO in Chinese 
10 Aug 93 pp I, 2 


[Article: “Implement the Central Government's 
Momentous Policy Decision, Come to a Common 
Understanding, Raise Spirits; Fully Accomplish This 
Year’s Liaoning Provincial Foreign Economic and 
Trade Task”’} 


[Text] To implement the central government's momen- 
tous policy decision, the Liaoning Provincial Foreign 
Economic Relations and Trade Department recently 
convened a conference to review the work of the first six 
months and plan and mobilize for the next six months. 
Provincial Foreign Economic Relations and Trade 
Department head Yu Liren, in accordance with fully 
implementing the central government’s momentous 
policy decision to euhance macroeconomic control and 
the spirit of the Second Standing Committee Session of 
the Eighth Provincia! Congress, reviewed the first six 
months and planned the tasks for the next six months. 
He demanded that the vast number of workers in the 
entire system unswervingly implement the central gov- 
ernment’s momentous policy decision, come to a 
common understanding, raise their spirits, unite, make 
concerted efforts, and fully accomplish all of this*year’s 
provincial foreign economic relations and trade tasks. 


Department Head Yu Liren said that the establishment 
of the provincial Foreign Economic Relations and Trade 
Department was formally announced on 14 April of this 
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year and it began normal operations on | July. So, for the 
tasks for the first six months, the mechanisms of ihe 
former provincial Economic Relations and Trade Com- 
mittee and the provincial Foreign Trade Bureau were 
mainly used. They both put forth a great effort and the 
vast number of cadres and workers of the entire system 
put forth an arduous effort and brought about a heart- 
ening situation. 


In reviewing the efforts of the first half of this year, he 
said that provincial foreign trade exports began to 
exhibit growth. From January through June, $3 billion in 
foreign trade exports was achieved, 50.4 percent of the 
state export plan, accomplishing more than half of the 
tasking in half of the time, a 1.1 percent increase over the 
same period last year. Exports of other types of commod- 
ities were 1.912 billion, a 2.3 percent increase over the 
same period last year. 


The use of foreign investment again achieved an his- 
torical best. In the first half of the year, throughout the 
province, there was a group of !,839 new foreign 
investment enterprises, a total of $4.391 billion was 
invested, and there was a total of $1.835 billion in joint 
foreign investment, for an increase over the same 
period last year of 231 percent, 335 percent, and 236 
percent, respectively, again accomplishing the highest 
level of foreign investment utilization in history. There 
were 1,467 partially or wholly foreign owned enter- 
prises that opened for business and went into produc- 
tion. They achieved an annual output value of 7.72 
billion yuan and profit and taxes of 650 million yuan, 
and earned $410 million in foreign exchange. Foreign 
investment was characterized by increased investment 
attraction. Provincial and municipal foreign recruit- 
ment activities reaped rather good results. The scope 
and areas of investment clearly expanded and tertiary 
industry increased by 925 percent over the same period 
last year. The share of capital intensive and new high 
technology projects increased and sources of foreign 
investment tended to diversify. Investments from 
Hong Kong, Japan, and the United States continued to 
be rather vigorous, and Taiwan and Korean invest- 
ments greatly increased. 


Utilization of foreign loans also underwent new devel- 
opment. In the first half of the year, sixteen foreign loans 
were concluded and loan agreements amounted to $450 
million. A total of 329 foreign loan projects were estab- 
lished and went into production, using $2.35 billion in 
loans. For the fourth successive year, the province was 
number one in the nation for utilization of foreign loans. 


Technical imports and exports also picked up again. In 
the first half of the year, throughout the province, a 
total of 28 technology export and import agreements 
worth $33.46 million were signed. Export projects 
include thermal power technology, load-bearing equip- 
ment, aircraft components, cement production equip- 
ment, and loading and unloading equipment exported 
to such countries as the Philippines, Finland, Britain, 


ECONOMIC 15 


Germany, the United States, Canada, Pakistan, Indo- 
nesia, India, and Thailand. A total of 61 agreements 
worth $75.55 million were signed to introduce tech- 
nology. The projects introduced concentrated on such 
mainstay industries and top priority developed com- 
munications industries as electronics, chemical 
industry, and mechanics. 


Foreign engineering contracts and labor export have 
made new strides. In the first half of the year, throughout 
the province, 151 foreign contracts and labor agreements 
worth $206 million were signed, a 103 percent increase 
over the same period last year, fulfilling 82.4 percent of 
the annual plan. The | 7,356 overseas workers are a 49.23 
percent increase over the same period last year. A new 
group of 20 overseas enterprises invested a total of $5.83 
million. Foreign economic and technological coopera- 
tion is continuously opening new international markets 
and the area of cooperation is constantly expanding. 
Group stock companies have been organized to utilize 
collective advantages. Some large and medium-sized 
enterprises have begun to move toward the international 
market and increase the external “window” and expand 
their services. 


The establishment of development zones also made 
rather great progress. The whole system, in accordance 
with provincial party committee and provincial govern- 
ment demands and with the support of all the munici- 
palities, enhanced its coordination and guidance in the 
establishment of various types of development zones so 
that the establishment of development zones made 
rather great progress. Liaoning Province currently has 2! 
development zones of various types with a planned area 
of 407 square kilometers, actually occupying 97.1 square 
kilometers that have received the approval of the state 
and the province. There are a total of more than 3,000 
import zone projects, 725 of which have foreign inves- 
tors. The total investment exceeds $3 billion. 


Yu Liren said that there are many reasons why, in the 
first half of this year, Liaoning Province’s opening to the 
outside and its foreign economic relations and trade 
capabilities achieved rather good results. The most 
important were the following: The first and most funda- 
mental reason is the great climate of reform and opening 
up created a favorable environment for Liaoning Prov- 
ince to develop foreign economic relations and trade. 
Comrade Deng Xiaoping, in important speeches on his 
southern tour, and the new liberation achieved in the 
thinking of cadres and masses at all levels on the eco- 
nomic and trade front throughout the province, gave rise 
to a new upsurge of reform and opening up. The former 
provincial Economic Relations and Trade Committee 
and Foreign Trade Bureau, respectively, formulated a 
new level of planning and realized concepts for bounding 
development. In the past six months, with extensive 
in-depth discussion and publicity, the realization of the 
magnificent goal of a “second pioneering effort” has 
become common knowledge for all of the cadres and 
workers on the economic and trade front, thereby 
arousing a great deal of enthusiasm. In accordance with 
the demands for a “‘second pioneering effort,” they have 








16 ECONOMIC 


promptly adjusted their line of thinking on work and 
their work goals and actively shifted their functions and 
improved their service to reach another new plateau and 
lay a powerful ideological foundation for realizing the 
great goal. 


In the first half of the year, China’s foreign economic and 
trade situation consisted mainly of rapid growth of 
commodity imports and slow growth of exports, rapid 
growth of foreign investment, and steady increase in 
technology imports and exports, foreign contracts and 
labor services, and overseas investment. 


When Ministry of Foreign Trade and Economic Coop- 
eration press spokesman Miao Fuchun gave a detailed 
explanation of this the day before yesterday, he pointed 
out that in the first half of the year, China’s foreign 
economic relations and trade, on the basis of the rapid 
growth of the previous year, continued to maintain 
strong growth. 


One of the obvious characteristics of the foreign trade 
of the first half of the year is that imports maintained 
rapid growth. According to customs statistics, in the 
first half of the year, the total value of China’s imports 
and exports reached $77.84 billion, an increase of 13.4 
percent over the same period last year. Imports alone 
were US$40.69 billion, a 23.2 percent increase. Nearly 
half the commodities imported were mechanical or 
electronics products and they increased rapidly. For 
example, 125,000 automobiles were imported, a nearly 
175 percent increase, and 59 airplanes were imported, 
a 180 percent increase. The importing of raw and 
processed materials for industrial use also increased 
greatly. For example, the importing of steel products 
increased by 360 percent and the importing of billet 
increased by 970 percent. 


At the same time, the slow growth of exports was also 
extremely pronounced. Compared with the same time 
last year, exports increased by only 4.4 percent, far 
below the rate of growth of the national economy. 
Although the growth of exports to surrounding coun- 
tries such as the Commonwealth of Independent 
States, Korea, Mongolia, Vietnam, Laos, and Eastern 
Europe was rather high, the increase reached 71.4 
percent. Exports to such principal export markets as 
Hong Kong, the United States, and the European 
Community only remained even with last year. 
Reduced export commodities included crude oil. steel 
products, maritime products, grains, and grain flours. 


Liaoning Private Enterprise Growth Described 


93CE0869A Shenyang BOHAI SHANG BAO in Chinese 
10 Aug 93 p 1 


[Article: “Liaoning Individual and Private Economy 
Continues to Maintain Rapid Growth in the First Six 
Months”] 


[Text] By the end of June, individual industrial and 
commercial businesses and private enterprises had 
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increased to a total of 665,142, involving 1!,142,006 
people, an increase of 12.3 percent and 16.9 percent over 
the same period last year and 5.3 percent and 7.2 percent 
over the end of last year. Throughout the province, a 
total of 6.01 billion yuan has been invested in individual 
businesses and private enterprises and they have earned 
a total output value of 4.69 billion yuan, 4.1 percent of 
the total value of the industrial output of the entire 
province. They have realized a business volume of 10.16 
billion yuan and reiail commodity sales of 8.47 billion 
yuan, 25 percent of the total social commodity retail 
sales of the entire province. 


The rapid growth of individual businesses and private 
enterprises has the following main characteristics: Indi- 
vidual businesses and private enterprises have grown 
together and the rate of increase has accelerated, the rate 
of urban growth in particular has been faster than the 
rural rate. The growth rate for individual businesses in 
such cities as Tieling, Liaoyang, Benxi, Jinxi, Shenyang, 
and Panjin has averaged 15 percent or more over the 
same period last year, and the growth of private enter- 
prises in Dalian, Jinzhou, Panjin, and Tieling has aver- 
aged double the same period last year. 


The scale of development has expanded and large busi- 
nesses have multiplied. According to statistics, indi- 
vidual businesses have increased over the same period in 
capital, output value, and retail sales by an average of 
33.2 percent, 40.2 percent, and 31.1 percent, respec- 
tively. The average capital of private enterprises rose 
from 74,000 yuan in the same period the previous year to 
170,000 yuan, a 130 percent rate of increase. The 
number of private enterprises registering | million yuan 
or more in capital has reached 219, a 580 percent 
increase over the same period last year. There are 
presently seventeen private enterprise groups throughout 
the province, with Shenyang and Dalian having eleven, 
or 64.7 percent. 


The externally oriented economy has grown rapidly. 
There are presently 318 individual businesses and pri- 
vate enterprises throughout the province earning foreign 
exchange from exports, a 67.4 percent increase over the 
same period last year. Foreign exchange earned from 
exports is worth 37.49 million yuan and 131! joint 
ventures have been set up with foreign firms, a 180 
percent increase over the same period last year. Joint 
Chinese and foreign investments total 520 million yuan, 
of which 49.4 percent is foreign investment. More than 
10,000 individual businesses and private enterprises are 
engaged in border trade and foreign trade has presently 
become a major supplementary force in moving the 
Liaoning economy toward the international market. 


Limited liability companies are developing at a rapid 
rate. By the end of June, as many as | ,603 of the private 
enterprises were limited liability companies, a 680 per- 
cent increase over the same period last year. The growth 
of limited liability companies is clearly higher than that 
of sole proprietor private enterprises and partnership 
private enterprises. It is becoming ever more urgent for 
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private enterprises to pursue legal person status, and 
several sole proprietor and partnership private enter- 
prises are actively creating conditions for establishing 
limited liability companies. 


The major economic indicators of individual businesses 
and private enterprises on average are rising extensively. 
The total value of output, volume of business, and 
commodity retail sales of individual businesses 
throughout the province have increased 56.5 percent, 
51.8 percent, and 46.4 percent. respectively, over the 
same period last year. The total value of output, volume 
of business, and commodity retail sales of private enter- 
prises increased 42.9 percent, 167 percent, and 173 
percent, respectively, over the same period last year. 
Such a large growth rate is rare in recent years. The 
increase in major economic indicators has also created 
obvious social benefits. In the first six months, indi- 
vidual businesses and private enterprises paid a total of 
450 million yuan in taxes, a 12.5 percent increase over 
the same period the previous year. 


Tibet, Qinghai Jointly Development Golmud 
93CE0896A Lhasa XIZANG RIBAO in Chinese 
31 Aug 93 pp 1,3 


[Article by reporter Zhou Mingjiang (0719 2494 3068): 
“Break the Regional Boundary Lines and Develop 
Resources on All Sides—Tibet, Qinghai, and the N.ilitary 
Stationed in Golmud Jointly Discuss Development”] 


[Text] From August 25 to 27 the three sides from two 
provinces (regions) convened their second coordi- 
nating conference on jointly developing Golmud 
and consulted with one another on the next step in 
Golmud’s development. 


The three sides represented from the two provinces were: 
the Tibet Autonomous Region, Qinghai Province, and 
the miitary stationed in Golmud. The primary leaders 
attending this conference from the two provinces 
included: Yang Song (2799 2646), vice chairman of the 
Tibet Autonomous Region, Wang Hanmin (3769 3352 
3046), lieutenant governor of Qinghai Province, and Wu 
Jingbin (0702 2417 1755), deputy director of the 
Qinghai Military Station. 


Golmud, the bright pearl on the Gobi Desert at the foot 
of the Kunlun Mountains, is the pivot linking Qinghai 
to Tibet. It occupies a very important strategic posi- 
tion. It 1s not only the biggest logistical base in Tibet, 
but is also the resource development center with the 
greatest vitality in western Qinghai. It has broad pros- 
pects for development. Since the “three sides of the 
two provinces” held their first coordinating conference 
in 1990, they, in the form of joint venture and single 
venture management, established a number of resource 
development and processing enterprises such as the 
Golmud Ferrochrome Alloy Factory managed jointly 
by Qinghai and Tibet, the Kunlun Mineral Water 
Corporation, and the Highly Pure Magnesium Factory, 
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with some having made notable achievements in eco- 
nomic efficiency. According to incomplete statistics, 
over the last three years, the three sides set up nine 
resource development and product processing enter- 
prises, with a total investment of more than 60 million 
yuan; the three sides established with their own funds 
17 various enterprises tn Golmud, with investment 
totalling more than 70 million yuan. These enterprises 
will bring about an increase of more than 56 million 
yuan every year. An accumulation of 8.7 million yuan 
is expected to be turned in as various profits and taxes 
in the next three years. 


During the conference, the three sides regarded as posi- 
tive the achievements made during the three years of 
jointly developing Golmud. They unanimously agreed 
that jointly developing Golmud and accelerating the 
construction of basic infrastructure and the development 
of resources is of major strategic significance for the two 
provinces, not only for promoting economic develop- 
ment, strengthening unity among nationalities, and safe- 
guarding social stability, but even more for promoting 
military build-up, strengthening unity between the mili- 
tary and the civilians, and consolidating the frontier 
defense in southwest China. 


The conference determined that in the future the three 
sides would, in accordance with the principle of “mutual 
benefit and mutual development” and the requirements 
of the socialist market economy, continue to coordinate 
and cooperate in the areas of talented personnel, tech- 
nology, and funds, and on the basis of handling well the 
relationship of mutual benefit, break regional boundary 
lines and combine the superiorities of all sides’ policies, 
resources, and locations. The three sides will also inte- 
grate the various superiorities in industries and profes- 
sions, open more complementary markets melding supe- 
riorities and sharing benefits, together seek ways for 
invigoration and becoming wealthy, and in accordance 
with the industrial policies of the state and the two 
provinces and proceeding from natural geographical! 
conditions, work out as soon as possible a regional 
development plan which will conform to benefits of the 
three sides and will have a rational layout. Finally, the 
three sides will further cultivate and expand the opening 
up of regional markets, even better serve the economic 
development of the three sides, and on the basis of 
making good use of the existing preferential policies and 
in light of changes in the situation, further revise and 
perfect a mutual benefit policy for joint development. 
The conference pointed out that Tibet’s enterprises in 
Golmud can in principle carry out relevant preferential 
policies governing enterprises in the Tibet Autonomous 
Region; the land that is occupied in Golmud by Tibet 
and the military can be used for a long time on the 
premise that it does not affect the general plan of the 
city; the newly added land can be used for 70 years; the 
projects for investment by all sides will not be limited by 
the scope of construction; Qinghai and Tibet can coop- 
erate in foreign trade; and Qinghai will use Tibetan ports 
to expand its foreign trade businesses and Tibet will 
provide support as much as possible. 
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Tibet and the military siationed there expressed their 
support for key projects such as opening up as soon as 
possible civil aviation services from Beijing to Xining to 
Golmud, express trains from Beijing to Goimud, making 
arrangements for expanding the functions of the Qing- 
hai-Tibet railroad during its second stage, and for 
expanding the three natural gas projects. 


FINANCE, BANKING 


Finance Official Views Fair Enterprise Tax 
System 

93CE0012A Beijing LIAOQWANG [OUTLOOK] 
in Chinese No 33, 16 Aug 93 pp 8-11 


[Article: “Build an Equitable Enterprise Taxation 
System” ] 


[Text] Editor’s Note: As in other kinds of market 
economies in human society, the first rule of a socialist 
market economy is equal competition. Fair competition 
is the primary driving force for enterprise operation as 
well as for the <ntire national economy. Therefore, 
building and developing a market economy, and pro- 
moting the transformation of enterprise operating 
mechanisms requires efforts to create and genuinely 
fashion conditions for free competition among enter- 
prises. Both the general laws of market economy oper- 
ation and actual circumstances in China suggest that 
price equality, tax equality, and financial accounting 
equality are the three most fundamental requirements 
for free competition. This journal has invited the deputy 
director of the Ministry of Finance System Reform 
Office, Liu Kegu [0491 0344 8339], who is currently 
studying this problem, to express his own views about 
the present state of the enterprise income tax in China 
and the orientation of further improvement and reform. 


a Problems With the Chine. e Enterprise Income 
ax 


Correspondent: The enterprise income tax is universal, 
fair, consistent, reliable, and highly flexible. It is a very 
good kind of tax that is used in every country of the world. 
In quite a few countries, it has become the main form of 
taxation. China's income tax has improved greatly during 
the course of 14 years of reform; nevertheless, enterprises 
are still very disgruntled about this tax. What is this? 


Liu Kegu:It is mostly because more work must be done 
on the enterprise income tax that the country has begun 
to collect. The main problems with it are as follows: 


First, the use of different enterprise income tax systems, 
depending on the nature of enterprise ownership, creates 
unfair competition. The income tax rate for large- and 
medium-sized state-owned enterprises is 55 percent, 
plus a regulation tax. For small state-owned enterprises 
and for collective (including township and town) enter- 
prises, an eight bracket progressive tax rate for that 
part of income in excess of a specific taxable amount 
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applies, the lowest bracket being 10 percent. For pri- 
vately owned enterprises, the tax rate is 35 percent. For 
foreign-owned enterprises, the income tax rate is 30 
percent, plus a 3 percent local tax. This includes a 24 
percent plus a 3 percent rate for coastal economic 
development zones, and a 15 percent plus 3 percent 
rate for special economic zones [SEZ] and economic 
and technical development zones. 


Second, the different basis for figuring the income tax by 
enterprises under different forms of ownership is detri- 
mental to equal competition. State-owned and collective 
enterprises are entitled to more than 10 before tax 
deductions, including, most of all, before tax loan repay- 
ment. State-owned enterprises may deduct all interest 
paid on fixed asset investment loans before taxes: 
city and town collective enterprises may deduct 60 
percent before taxes; and other enterprises may deduct 
nothing at all. Standards for deducting costs also vary 
greatly. For exampie, all bonuses paid by three kinds of 
partially or wholly foreign-owned enterprises may be 
posted to costs, but state-owned enterprises must pay 
bonuses out of profits. The three kinds of partially or 
wholly foreign-owned enterprises may withhold money 
for a bad debt reserve fund, but state-owned and collec- 
tive enterprises may not. No uniform standards apply to 
withholdings for numerous expenses such as professional 
entertainment expenses. 


Third is a weakening of the binding force of taxation, 
actual taxation being heavier for some enterprises than for 
others. For state-owned enterprises, the nominal tax rate 
is 55 percent, but contracting systems for the payment to 
the state of profits in which no distinction is made 
between taxes and profits are widely used. Under these 
systems, the state negotiates with each enterprise and 
agrees On a tax rate for each one; thus, the income tax 
ceases to exist except in name. The actual income tax 
that profit-making industrial production enterprises 
within national budget pay averages only slightly more 
than 30 percent. This includes 20 percent of enterprises 
who pay less than 5 percent of their profits, and some 
large- and medium-sized enterprises that pay as much as 
50 - 70 percent. Broken down by area, some provinces 
and cities pay only between 10 - 20 percent, or between 
20 - 30 percent. Other provinces and cities pay as much 
as 40 - 50 percent. Many other kinds of enterprises 
receive tax reductions or exemptions for policy reasons 
or are given outright reductions or exemptions. 


The mingling of government's dual functions in operation, 
and the shifting and overlapping of policies damages 
enterprises’ transformation of their mechanisms. More 
than a decade of practice with policies suggests that 
substitution of tax payments for the surrendering of 
profits for the building of a state-owned enterprise 
income tax produced progress, but that tax rates were 
overly high. Thus the substitution of tax payments for 
the surrendering of profits worsened enterprises’ 
shortage of funds for technological improvements. 
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Solving the problem of a shortage of funds for enter- 
prises’ technological improvements while keeping depre- 
ciation rates low opened the way for before tax loan 
repayments. Large scale contracting, substitution of tax 
payments for surrendering profits, and contracting both 
tax and profit payments increased the amount of funds 
at the disposal of enterprises, but it intensified fiscal 
balance troubles. Capital construction also required a 
large amount of capital, which was obtained by dipping 
into the funds that enterprises retained for their own use. 
First, enterprises had to pay into an energy and trans- 
portation key construction fund, and then they also had 
to pay into a budget regulation fund, their retained funds 
declining correspondingly. In order to solve the shortage 
of enterprise production funds, | percent was withheld 
from sales income to be used to augment working 
capital. Then another | percent was withheld for tech- 
nology and new product development. The “stimulation 
role” of the contracting of all profits, including income 
taxes, was still “insufficient,” so contracting of a turn- 
over tax began... What with the overlapping an 
numerous changes in distributions between the state and 
enterprises, enterprises were hard pressed to get on a 
solid footing. 


A Uniform Income Tax and the Separation of Taxes 
and Profits Is the Orientation for Reform of 


Correspondent: Problems with enterprise income taxes 
und tumult in the distribution of earnings between the 
state and enterprises seriously impair the transformation 
of state-owned enterprises operating mechanisms and fair 
competition among enterprises. What should be done to 
improve and intensify reform /urther? 


Liu Kegu: The main component and orientation required 
is a uniform enterprise income tax. For state-owned 
enterprises, this means a separation of taxes and profits. 
This would have the following advantages: 


First, it would help fair competition among enterprises, 
thereby increasing their vitality. China practices a 
socialist market economy founded on a system of 
public ownership in which different economic compo- 
nents co-exist. During 1990, 54.6 percent of gross 
industrial output value nationwide came from the 
economy under ownership of the whole people; 35.6 
percent came from the collectively owned economy; 
and others accounted for 9.8 percent. The economy 
under ownership of the whole people accounted for 
39.6 percent of commodity retail sales, the collective 
economy for 31.7 percent, and others for 28.7 percent. 
The system under ownership of the whole people 
accounted for 40 percent of GNM/, the collective 
economy for 50 percent, and others for 10 percent. We 
should also realize that since 1978 the economy under 
ownership of the whole people as a percentage of the 
economy nationwide has fallen by | percentage point 
each year. Extrapolation shows that by 2000 the indus- 
trial output value of the economy under ownership of 
the whole people as a percentage of the national 
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economy will fall to around 40 percent, and com- 
modity retail sales and GNP will fall by about 30 
percent. Moreover, the extent of financial mergers 
among enterprises under different forms of ownership 
will also increase greatly. Thus, the setting of different 
income tax systems on the basis of the nature of the 
enterprise ownership system, and state-owned enter- 
prises themselves establishing a body of independent 
distribution methods should cease. It should be 
replaced by a uniform income tax system and a uni- 
form turnover tax system that is suited to all enter- 
prises in China so that all enterprises begin from the 
same starting line on tax matters to engage in intense 
and vigorous fair competition. 


Second, it would be in keeping with the principle of a 
separation of government administration and enterprise 
management, and the separation of enterprise owner- 
ship and operation. The tortuous changes in distribu- 
tion between the state and enterprises from the pre- 
reform payment of profits instead of taxes to the 
substitution of taxes for the payment of profits of the 
era of substituting tax payments for the surrendering of 
profits, followed by the contract system’s surrendering 
of profits instead of paying taxes, and the overlapping 
and shifting of various policies for distributing earn- 
ings between the state and enterprises, as well as the 
excessive government interference in the day-to-day 
operation of enterprises have stemmed, fundamentally 
speaking, from our lack of understanding of the dual 
functions of the government of our socialist country, 
i.e., the general socioeconomic management function 
and the state assets management function. Conse- 
quently, these twin functions have been mingled. 


A uniform enterprise income tax can demonstrate anew 
the government’s exercise evenhandedly and without 
discrimination of its general socioeconomic manage- 
ment function in all enterprises, including state-owned 
enterprises, in its role as manager of society. On the one 
hand, enterprises must discharge their duty to pay taxes 
for the development of the state and society and, on the 
other hand, government must not meddle in enterprises 
internal affairs while protecting fair competition among 
them, and their legal position, rights, and interests. 
Within the realm of their property rights, the owners of 
the assets of each enterprises are responsible for deciding 
the disposition of their after-tax profits, i.e., the method 
of distributing capital gains. The first objective of the 
state’s state-owned enterprise assets control function is 
to increase the value of assets. 


Third, it would help promote the transformation of enter- 
prises operating mecha1isms. In a situation of different 
tax rates, different tax bases, different contracting limi- 
tations, different financial accounting systems, and other 
different policies, the vying for interests is inevitable. An 
unstandardized, inconsistent distribution policy that is 


’ rather arbitrary and capricious leads to the frequent and 


general existence of the following situation: Certain 
external policies that the activities of a small number of 
management personnel manage to obtain can take the 
place of the economic returns created through the hard 
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work of the masses of employees over a long period. This 
causes enterprises to keep their eyes peeled on what is 
happening in the government above them and exter- 
nally. A uniform income tax would eliminate, to a very 
great degree, policy differences and changes. It would 
standardize and make consistent distribution between 
the state and enterprises. This would help enterprises 
focus their attention internally, on changing their mech- 
anisms, on paying close attention to business, on raising 
levels, and on improving returns. 


Fourth, it would help exercise the regulatory role of 
taxation, taking account of the interests of both the state 
and enterprises. The income tax holds a remarkably 
elastic regulatory function: When ‘he economy prospers, 
and when all boats rise as the ‘water rises, enterprises 
make more money and devel:’g greatly while the state 
receives more and takes care of more matters. When the 
economy is in difficulties, and when all boats fall as the 
water recedes, enterprises make less, and develop more 
slowly while the state receives less and curtails expendi- 
tures. This is a mechanism in which prosperity is shared 
and hardship is endured together. However, simply by 
controlling the actual level of taxation, it is entirely 
possible to leave the lion’s share of enterprise income for 
the enterprises to promote the development of enter- 
prises, while simultaneously taking care of the needs of 
the state and ensuring fiscal revenues. 


A Uniform Enterprise Income Tax, Instituting a Basic 
Framework for a Separation of Taxes and Profits 


Correspondent: The circumstances you describe suggest 
that a uniform enterprise income tax is imperative, and it 
should be quickly put in place. However, it has a direct 
bearing on the real interests of many quarters. It is a 
reform that has broad applications, has strong policy 
overtones, and is fairly complex. Simply putting it into 
effect will not do. A fairly well thought out and scientific 
plan is needed to move ahead step by step. 


Liu Kegu: Close attention must be paid to three basic 
principles in implementing this major reform measure: 
First is to ensure fair competition; second is to strive for 
uniformity and consistency; and third is compatibility 
with international practice insofar as possible. 


Uniform Institution of a Proportional Tax System. A 
single proportional tax has marked advantages over a 
progressive tax in that, first, it helps create conditions 
for fair competition, thereby putting state-owned 
enterprises in an equal tax position with enterprises 
under all other forms of ownership. Second, it is 
relatively uniform, calculation is simple, transparency 
is high, and collection and administration are easy. 
Proportional taxation is the orientation for reform of 
the income tax system. It has been adopted by most 
countries in the world. Our understanding of tax data 
from 92 countries in the world is that 19 out of 21 
developed countries, i.e., 86 percent, use proportional 
taxation; and 51 out of 69 developing countries, i.e., 74 
percent, use proportional taxation. 
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A Uniform 33 Percent Tax Rate. Looked at in interna- 
tional and domestic terms, and from the near term and 
long term angle, this tax rate is about right. First, since 
we are practicing a policy of opening to the outside 
world, the tax rate should be comparable to the one used 
internationally. Analysis of the foregoing data on foreign 
countries shows an average 33.8 percent enterprise 
income tax rate in 91 countries. This includes a 33 
percent tax rate in 22 developed countries, and an 
average 34.7 percent tax rate in developing countries. 
Second, it is consistent with the taxation provided in 
“People’s Republic of China Foreign Trader Invested 
and Foreign Owned Enterprise Income Tax Law.” 
Finally, the state holds no ownership status in collective 
enterprises, private enterprises, foreign trader invested 
enterprises, and in the foreign investment portion of 
Sino-foreign joint ventures. It only taxes them: it does 
not share profits with them. If the tax rate is set too low, 
this means the taxes of such enterprises are reduced: 
thus, state fiscal revenues are turned over to the owners 
of enterprises under other than ownership by the whole 
people. This should not be, nor can the government 
treasury stand it. Fourth, the percentage of profits paid 
the state by profit making state-owned industrial enter- 
prises was 32.7 percent in 1989, 37.1 percent in 1990, 
and 34.4 percent in 1991. Fifth, this rate takes account of 
both the invigoration of enterprises and greater macro- 
economic regulation and controi. 


Uniform Pre-Tax Deductions, Abolishing the Before Tax 
Repayment of Loans. This is a keystone for ensuring 
fairness in actual taxation. Before tax deduction olicies 
for enterprises under all forms of ownership must be 
examined, uniform rulings made, and all such deduc- 
tions abolished that can be abolished, notably state- 
owned enterprise and city and town collective before tax 
loan repayment policies. At first, the before tax loan 
repayment policy played a positive role in promoting the 
technological transformation of enterprises. Later on, 
however, it went out of control, abuses increasing mark- 
edly as time went by. No matter an enterprise’s earnings, 
it is able to deduct both principal and interest on loans 
from its profits before paying its income tax. In effect. 
this means that enterprises can use national income taxes 
to repay loans. This is a treasury payment of advances 
made to enterprises; it is a priori distribution. Such 
methods weaken the tax regulation mechanism and the 
investment restraint mechanism. They intensify eco- 
nomic overheating and the inflation of both investment 
and consumption demand. They impair the rational 
spread and the normal turnover of funds in society and 
in enterprises, thereby causing greater imbalance in the 
economic structure and increasingly low returns on 
investment. In 1991, the investment loans of enterprises 
within budget were 4.9 times higher than in 1985 for an 
annual 30 percent increase. The investment loan balance 
of industrial enterprises within budget at the end of 1991 
was seven times higher than in 1985, increasing by an 
average 38 percent each year. This was vastly greater 
than any of the overall indicators for the national 
economy. Poor quality overbuilding occurs everywhere. 
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Therefore, the abolition of before tax loan repayment is 
extraordinarily important. This will not only help 
improve enterprises’ investment restraint mechanism 
and improve microeconomic returns, but will also help 
improve the macroeconomic structure and increase mac- 
roeconomic returns. 


A Uniform Financial Accounting System. The Ministry of 
Finance recently issued Enterprise Financial Regulations 
and Accounting Standards. This is a major reform mea- 
sure to prom ste the transformation of enterprises mech- 
anisms and free competition. It is also the basis for 
guaranteeing true equality in the enterprise income tax. 
It consists mostly of matters such as the enterprise 
registered capital system and capital preservation prin- 
ciples, appropriate increase in depreciation, and acceler- 
ating enterprises’ recovery of capital; the direct posting 
of major overhaul expenses as costs, changing from the 
total cost method to the manufacturing cost method, 
permitting the withholding of a bad debt reserve fund 
and professional entertainment expenses at a certain 
percentage, and permitting the posting of research and 
development expenses to costs. These measures not only 
straighten out distributions between the state and enter- 
prises, but also support the development of enterprises. 


Step-by-Step Elimination of “the Two Funds.” Collection 
from enterprises of contributions to an energy and 
transportation key construction fund and to a budget 
regulation fund was a measure adopted under certain 
historical conditions. Since their inauguration, these 
funds have accumulated a large amount of money for the 
state, have supported the construction of key national 
energy and transportation projects, and have played an 
important role in balancing the budget. Nevertheless, in 
the overall pattern of state-enterprise relations, they are 
a complicating factor. They are unfair, and they are not 
uniform. They should be reformed as reform intensifies 
and the economy develops. The principles for reform 
are: first, coupling a uniform income tax with the sepa- 
ration of profits and taxes, doing both in concert. The 
Ministry of Finance has issued a document standard- 
izing income tax payments and abolishing before tax 
loan repayment pilot project enterprises for the separa- 
tion of taxes and profits, this reform to be accomplished 
in a single step, exempting payments into the “two 
funds.” Second, taking account of what the national 
treasury can bear, this reform is to be applied in stages, 
first to industry, and later on to business and other 
enterprises. Third is the requirement to proceed 
according to uniform central government policies, indi- 
vidual enterprises positively not being allowed to go 
their own separate ways. 


Enterprises Posting To Costs of Interest on Fixed Assets 
Investment Loans Can Reduce by Approximately One- 
Third Enterprises Burdens From Using Profits To Repay 
Principal and Interest. 


Better Tax Collection and Administration, Gradually 
Abolishing Hardship Reductions and Exemptions. 
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Income tax reductions and exemptions must be in accor- 
dance with national industrial policy and the uniform 
abatement provisions that other economic policies pre- 
scribe. No government department or region may arbi- 
trarily grant a reduction or exemption outside of the 
central government uniform tax abatement policy. Tax 
abatements for individual enterprise hardships are non- 
standard preferential tax methods that are detrimental to 
the transformation of enterprises operating mechanisms 
and healthy enterprise behavior. They are detrimental! to 
equal competition and should be gradually eliminated. 
Taxes must be collected strictly according to law. Partic- 
ular emphasis must be placed on tax collection and 
management work for three kinds of partially or wholly 
foreign-owned enterprises, for township and town enter- 
prises, and for private enterprises. 


Further Study About How Better To Digest and Handle 
the Low Return and No Return Debt Burdens of the Old 
Loan Balances Outstanding for Enterprises Investment 
in Fixed Assets. For example, should most of the 
“substitution of loans for government appropriations” 
of a policy nature be converted to state investment; 
ordinary commercial bank loans may be handled as 
different circumstances warrant: either repaid on time, 
the repayment period extended, or swallowed by the 
banks, enterprises, or the treasury as their separate 
responsibility for them warrants. Alternatively, they 
may be converted to bank investments, residual “dead 
loans” being offset against banks bad debt accounts, 
simultaneously increasing the banks bad debt reserve 
find withholding rate. 


In short, the proportional relationship between amounts 
paid to the state and retained by enterprises shows an 
increase in the amount that enterprises retain, and a 
decrease in the amount paid the state. This helps enter- 
prises’ technological transformation and development of 
reserve strength. With the transformation of enterprises 
operating mechanisms, a rise in their economic returns, 
and regularization of their economic development, the 
absolute amount of fiscal revenues will increase. 


Article Calls For Protection of Circulation Taxes 


93CE0860A Beijing JINGJI RIBAO in Chinese 
25 Aug 93 p 1 


[Article by staff writer Qian Fengyuan (6929 7685 
0337): “The Nation’s Circulation Taxes Must Not Be 
Tampered With’’] 


[Text] Tax farming, fixing taxes, calculating profits and 
taxes jointly, totally contracting for investment input 
and product output, going beyond one’s authority to 
slash or waive duties at will... In recent years, circula- 
tion taxes have been under constant attack or tam- 
pering from all sides either purposely or accidently, 
making circulation taxes hard to implement and “cir- 
culate” normally. It has resuited not only in a steady 
reduction in domestic income, but has also isolated, 
weakened, and twisted the lever function of taxes. In 
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addition, the nation’s entire system of taxation will be 
endangered if allowed to spread. 


Circulation taxes are taxes levied on the amount of 
product circulation or noncirculation, a tax collected in 
the product production circulation link. It chiefly 
encompasses three kinds of taxes, product tax, value- 
added tax, and business tax, and is the currently the most 
important tax system in China. 


More than ten years of tax collection practice after reform 
and opening has demonstrated that circulation taxes are 
more appropriate to China’s situation. It is a good tax form 
for accumulating financial capital and playing a macro- 
adjustment role. For instance, its product tax designs 
different tax rates for different products, which means 
adjusting profit standards for different products through 
different tax rates, to create microeconomic activity in 
accordance with macroeconomic demands. 


The value-added tax (VAT) is a new type of tax imported 
by China in the 1980s. In sales, it levies taxes only on the 
value-added portion. Where there is a production and 
operation link, there is a channel of taxation, and 
although it is levied within that channel, it is not 
repeated. This is favorable to the development of 
modern big industry with specizlized coordinated pro- 
duction. Another advantage of the VAT is it works more 
completely on export tax reimbursement, which goes a 
long way towards ensuring that Chinese products go into 
international markets at a truly tax-free price. It 
enhances the competitive strength of exports, while 
implementing VAT for imports can protect the nation’s 
legal profits and rights. 


The business tax is levied multiple times in multiple 
links, and is beneficial in pushing enterprises to improve 
theif operations and management. It is implemented on 
product circulation through multiple channels and few 
links, thereby saving circulating costs and improving 
economic efficiency. 


Analyzing the characteristics of the circulation tax makes 
it easy to see that it reflects national industrial policies, 
and serves to guide production and consumption, so it is 
an important lever of national macro-adjustment. Also, 
because the circulation tax is a pre-adjustment, it has 
much more force and reliability than taxes levied after- 
wards. Thus, protecting circulation really means 
strengthening the state’s indirect control of the economy. 


The circulation tax operates on the principle of a fair tax 
burden and encouragement of competition. No matter 
what its economic characteristics, its profits or losses, 
when a business receives income from a sale or from its 
labor, it must collect a certain rate of tax in accordance 
with the law, which creates an environment of equal 
competition, the excellent replacing the bad, making it the 
essential operating ‘system for the nation’s market 
economy. 


If we ignore the vital significance of circulation taxes, 
looking only at microeconomic and regional benefits, 
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arbitrary levying of circulation taxes, or reducing or 
waiving them at will, will definitely tamper with and 
affect the tax process among competitors, while 
impeding and destroying the construction of a market 
economic system, now under way. It would also make 
distribution relationships, which should be put in order 
promptly, even more disorderly. In this regard, Vice 
Premier Zhu Rongji noted not long ago: the current tax 
system is a system with the transitional characteristics 
found in the process of shifting from a planned economy 
to a market economy. The various kinds of “contracts,” 
and “sharing the total amount” backward systems, 
unsuited to a market economy. Meanwhile, in the 
finance and taxation section of his “Agreement on a 
Three-Point Law,” he called first of all for strict controls 
on reducing and evading taxes. There must be a halt to 
all temporary or hardship reduction of evasion of taxes. 
There must be a stop to localities exceeding their 
authority to set policies for reducing or evading taxes, in 
accordance with the central government’s demands and 
these must be put in order. 


What must be stressed is that circulation taxes which 
have the characteristics of indirect taxes are an integral 
part of prices, and the tax revenues are ultimately borne 
by consumers. Irregular tax farming, reducing taxes or 
evading them altogether actually confiscates the tax 
revenues paid by consumers, with its resultant loss by the 
nation; even worse, it results in unfair competition 
among enterprises. In fact, it strikes a blow at progress 
and protects backwardness. In addition, tax collection 
functions to supervise the economy as well as collect 
capital and regulate. It is not hard to imagine that if taxes 
are farmed, tax collection and administration would in 
all likelihood not exist, nor could it accomplish through 
collections its oversight function, assuring that busi- 
nesses are operated according to the laws. 


The history of domestic and international tax collection 
also teaches us that the tax farming we see today is not a 
new invention. There was a tax farming system in 
operation in ancient Rome, which was later abandoned 
by Caesar; in the 1940s of this century, regions governed 
by the Nationalist Parity implemented a tax farming 
system which also met with mach resistance in society, 
due to many malpractices. 


In recent years, the nation’s circulation taxes, rooted in 
production and operation links, have been unable to 
increase at the same pace with the development of 
production development, showing ihat circulation taxes 
have been tampered with. From January to July of this 
year, industrial production increased by over 20 percent, 
while the product tax and the VAT only increased about 
several percent points. This information has once again 
jolted people awake. 

Taxes are an economic form of the nation’s existence. 
Protection of circulation taxes, currently China’s major 
form of tax collection, is protection of the nation’s 
strength and the entire body of its political and economic 
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benefits. This is a major issue related to society's health 
and development, and the nation’s security. 


INDUSTRY 


Industrial Output Value by Area in September 
HK 1810104993 Beijing CEI Database in English 
18 Oct 93 


[Text] Beijing (CEIS}—Following is a list showing the 
industrial output value by area in China in September 
1993 released by the State Statistical Bureau: 





(Unit: 100 million 
yuan) 


Change over 9/92 
(pe) 


2908.00 2441.05 20.7 
83.58 76.72 8.9 
71.33 61.56 15.9 

111.96 93.97 19.1 
49.83 48.38 3.0 
27.57 24.96 10.5 

165.66 150.43 10.1 
55.84 $3.02 5.3 
76.30 73.28 4.1 

216.14 188.50 14.7 

398.85 326.60 19.4 

217.94 162.38 34.2 
79.20 64.74 22.3 
72.36 $4.37 33.1 
49.98 42.77 16.9 

253.07 189.80 33.3 

106.87 92.67 15.3 

115.19 102.60 12.3 
77.28 67.45 14.6 

309.84 236.03 31.3 
47.86 37.59 27.3 

5.48 4.64 18.1 

145.41 128.69 13.0 
23.94 22.68 5.6 
37.95 34.11 11.3 

0.36 63.6 
48.78 42.00 16.1 

Gansu 30.70 26.47 16.0 

Qinghai 6.44 5.61 14.8 

Ningxia 8.03 7.34 9.4 

Xinjiang 23.26 21.47 8.3 


Nete: Industrial output value in 1992 is measured in 1990s constant 
yuan. 
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FOREIGN TRADE, INVESTMENT 


Discussion of GATT Treatment of Subsidies 


93CE0875 Beijing GUOJI MAOYI WENTI 
[INTERNATIONAL TRADE JOURNAL] 
in Chinese No 127, 30 Jul 93 pp 33-37 


[Article by Zhang Hanlin (1728 3352 2651), Foreign 
Economic Relations and Trade University: “Study of 
GATT Subsidies and Countervailing Duties”] 


[Text] A. General Agreement on Tariffs and Trade Arti- 
cles 6 and 16 Stipulations Regarding Subsidies 


1. Subsidy Definition and Subsidy Amount Calculation 


GATT Article 6 does not clearly define a subsidy. 
Stipulations in Article 6.3 regarding levying counter- 
vailing duty amounts only explain subsidies in a descrip- 
tive fashion. Article 3 stipulates: “When products of a 
Signatory territory are exported to another signatory 
territory, and countervailing duties are levied upon these 
products, in monetary terms, they shall not exceed the 
estimated amount of the premium or subsidy directly or 
indirectly received by the country of origin or the 
exporting country at the time of export, manufacture or 
production. This amount also shall include special sub- 
sidies received on a product in transport.” Thus, a 
“subsidy” is any bonus or aid directly or indirectly 
received by the country of origin or exporting country at 
the time of manufacture, production or export. How- 
ever, tax exemptions or refunds and the corresponding 
taxes which must be paid at the time of consumption in 
the country of origin or the exporting country on the 
same products shall not be examples of subsidies. 


GATT only explains the scope and form of export 
subsides; it does not clearly define them as export 
subsidies and production subsidies. It regards “produc- 
tion subsidies” as “subsidies other than export subsi- 
dies.” It divides export subsidies into the two categories 
of “primary product export subsidies” and “nonprimary 
product export subsidies.” 


a) Export subsidies on primary products. 


Primary products refers to agricultural, forestry 
industry, fishery industry or mineral products in the 
natural state, or such products which can be sold in large 
volumes that have to be processed as is customary in 
international trade. 


GATT Article 16 stipulates that all signatories shall seek 
to avoid putting into effect subsidies on primary product 
exports. However, if a signatory directly or indirectly 
grants a certain subsidy in order to increase exports of a 
certain primary product from its territory, then such 
subsidies shall not allow it to hold an unreasonable share 
of this product in global export trade. Considering that a 








24 ECONOMIC 


certain signatory did not export the product concerned 
for a previous representative period GATT believes that 
the signatory should be given the right to obtain a share 
of the trade of that product. 


b) Export subsidies on nonprimary products 


Article 16.4 stipulates: “Regarding any products other 
than primary products, no signatory shall again directly 
or indirectly grant subsidies in any form to make the 
export sales price of this product lower than comparable 
prices of similar products on the domestic market at the 
time of sale.” The aim of this stipulation was the desire 
to be able to reach an accord by all signatories cancelling 
such subsidies prior to the end of 1957, that is, as of 1 
Jan 58. If this goal could not be realized, maintain the 
Status quo without increasing the amoe=t or kind of such 
subsidies while striving to reach an acc »rd prior to an 
anticipated date. Although this is the case, such subsidies 
repeatedly are unable to be prohibited; it has been 
difficult to maintain the status quo straight up until now. 
There still is a certain scale of export subsidies on 
nonprimary product exports by various countries for 
their own interests, particularly by western developed 
nations. c) Subsidies other than export subsidies (pro- 
duction subsidies). 


GATT does not use the term production subsidies, but 
talks in terms of subsidies other than export subsidies. 
Article 16.1 stipulates, if any signatory grants or main- 
tains subsidies, including income support or price sup- 
port in any form, to directly or indirectly increase 
exports of a certain product or to reduce imports of a 
certain product from its territory, then that signatory 
shall notify all signatories in writing of the necessity of 
such subsidy and its nature, scope of usage, and the 
probable effects on import and export volumes of said 
product. Once such a subsidy has been determined to 
seriously harm or threaten to seriously harm the interests 
of another signatory, the signatory implementing such a 
subsidy shall, after receiving the request, discuss with 
other signatories concerned or all signatories the possi- 
bility of limiting such a subsidy. 


It is worth explaining that all stipulations regarding such 
production subsidies are very vague, whether Article 6 or 
Article 16. On the one hand, they do not limit the use of 
such subsidies. On the other hand, the stipulations are 
not at all clear on the scope for implementing such 
subsidies and the standards for judging a threat to the 
interests of other signatories. 


Production subsidies have been widely used by various 
countries. Since the mid-1970s, the developed countries 
have raised production subsidies in the manufacturing 
industry to various degrees. For example, from 1974 to 
1984, the former West German Government raised 
manufacturing industry subsidies eight percent, and 
total subsidies in the shipbuilding and steel industries 
rose from 23 percent in 1973 to 50 percent in 1983. 
Britain doubled industrial product subsidies from 1976 
to 1981. 
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Regarding the scope of subsidy amount calculation, it is 
only limited to the amount of any bonus cr subsidy 
directly or indirectly granted to an export commodity 
during manufacture, production or export. 


Concerning subsidy amount calculation, the EEC and 
the United States hold different views. The EEC believes 
that GATT Articie 6.3 stipulates that when imposing 
countervailing duties, it uses “grant” or “bestow” rather 
than “receive.” Furthermore, it is difficult to accurately 
determine profit. Thus, the EEC proposes government 
funded aid as the standard for calculation. The United 
States believes using the term “grant” or “bestow” does 
not involve subsidy amount calculation but merely states 
the existence of a subsidy. Therefore, the profit received 
by a producer or exporter should be the standard. 


2. Regarding Determining Major Harm or Threat of 
Major Harm 


GATT Article 6.6 stipulates that antidumping duties or 
countervailing duties can only be levied when a conse- 
quence of dumping or a subsidy is major harm or the 
threat of major harm to a certain signatory’s already 
established domestic industry or seriously obstructing 
the establishment of a certain domestic industry. 


There is no clear definition of major harm or the threat 
of major harm in the related articles of GATT, but 
Article 6 stipulates that the following two points shall be 
considered in determining major harm: |) the amount of 
subsidies taken on imported products and the effect on 
prices of similar domestic products; 2) the after effects 
upon domestic production of that product created by 
imports. 


“Domestic industry” refers to all domestic producers of 
similar products, or producers whose output is a major 
proportion of said product’s total domestic output. 
““Major proportion” has no clear definition or stipuia- 
tions. For example, in certain cases it is explained as 50 
percent of said product’s total domestic output, and at 
times in other cases, 30 percent of said product’s total 
domestic output is enough to represent a “major propor- 
tion,” chiefly detezmined by the degree of concentration 
of said product’s production or sales. In this regard, the 
Tokyo Round has more detailed stipulations regarding 
regulations for countervailing duties. 


3. Regarding Special Stipulations for Nonmarket 
Economy States 


GATT Articles 6 and 16 make no different stipulations 
for market economy and non-market economy coun- 
tries. It is only stipulated in the addenda to Article 6.1 
that when there is a state monopoly on all or most 
international trade and goods are imported by the state 
at stipulated domestic prices, special difficulties may 
exist when determining comparable prices according to 
the aim of Article | (to determine the existence of 
dumping or subsidies). Under such circumstances, 
importing signatories may discover that it is necessary to 
consider that it often may be inappropriate to use such 
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country’s domestic prices to make strict comparisons. 
Then, one must refer to said country’s comparable prices 
on exports to a third country, or add reasonable man- 
agement costs and profit constructed value as the basis 
for a comparison of production costs. This is different 
from the European and U.S. countervailing duties stip- 
ulations. 


4. Temporary Levy of Countervailing Duties 


GATT Article 6.6(c) explains that under special circum- 
stances, if extending adoption of countervailing duty 
measures will cause harm which is difficult to remedy for 
an importing signatory, before getting the approval of all 
Signatories, the harmed importing signatory can levy 
temporary countervailing duties to obstruct the subsi- 
dies. However, once the importing signatory levies a 
temporary countervailing duty, such action must be 
reported immediately to all signatories as a whole. If 
approval is not given, such countervailing duties must be 
rescinded. 


B. Extending and Strengthening GATT’s Countervailing 
Duty Regulations at Tokyo Round on “Subsidy and 
Countervailing Duty Regulations” 


As one of the regulations for nontax measures at the 
Tokyo Round, “Subsidy and Countervailing Duty Reg- 
ulations” were finally achieved and opened to the signa- 
tories through the joint effort of all. Nineteen Articles 
and one addenda constitute the regulations. As a whole 
they are called “Agreement on Understanding and Using 
GATT Articles 6, 16 and 23.” These articles clarify and 
develoo GATT’s existing articles regarding these mea- 
sures. The aim is to ensure no signatory uses a subsidy to 
harm the trade interests of another signatory and or 
could use countervailing duty measures to obstruct 
unreasonably the normai operation of international 
trade. The major contents are as follows: 


1. Major Principles 


The regulations have separate different rules for produc- 
tion subsidies and export subsidies. Regarding the latter, 
they stipulate separate application of these subsidies for 
primary products and nonprimary products or industrial 
product supplies. Developed countries are prohibited 
from using or granting export subsidies on industrial 
manufactured products. 


Developing countries are allowed to use subsidies, based 
on certain stipulated conditions and qualifications. 


2. Production Subsidies (Subsidies Other Than Export 
Subsidies) 


The term “subsidies other than export subsidies” used 
within the regulations refers to “production subsidies.” 
The difference between production subsidies and export 
subsidies lies in that the former directly or indirectly 
involves benefits for domestic sale and product exports. 
Examples of such production subsidies are: |) govern- 
ment aid to commercial enterprises; 2) establishment of 
industrial zones in which land and electricity can be 
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provided to industrial sectors at preferential prices; 3) 
government research and development aid: 4) fiscal 
support measures, such as tax free periods, higher depre- 
Ciation rates or faster depreciation. 


As for production subsidies, the regulations regard them 
as important ways and means for countries, in particular 
developing countries, to promote and realize a series of 
social and economic policy goals. Thus, the regulations 
inadvertently restrict the use of this kind of subsidy. 
However, they also recognize that such subsidies cannot 
be abused and ask signatories to avoid creating disad- 
vantageous effects by them, particularly seen as: 1) 
harming or threatening harm to the domestic industry of 
another signatory; 2) seriously harming the interests of 
another signatory; 3) harming or making another signa- 
tory lose benefits granted by GATT or these regulations. 


3. Export Subsidies 


These regulations do not define “export subsidies” but 
give a detailed list of typical examples’, while at the same 
time emphasizing that they are not limited to the items 
on the list. 


The regulations make different arrangements to control 
export subsidies: 


a) Regarding primary products: The regulations require 
countries to avoid direct or indirect export subsidies on 
these products because such subsidies may harm the 
trade interests of other countries. Although this is the 
case, if a certain signatory grants an export subsidy on a 
primary product, it requires that said signatory shall not 
implement a subsidy if it may have the following conse- 
quences: a) giving said signatory more than an equitable 
share in global trade of said product; b) prices much 
lower than those of other suppliers to the same market. 
Unfortunately, the regulations do not define what con- 
stitutes “equitable share.” Actually, it is impossi ble 
because the economics, trade and internal structure of 
the national economy of each country are continuously 
developing and changing. A certain product’s share of 
global trade is determined by its international competi- 
tiveness. 


b) Regarding non-primary products: Prohibits developed 
signatories from granting export subsidies to nonprimary 
products. Developing signatories are only required not 
to harm seriously the trade or production of another 
signatory by an export subsidy on an industrial product. 
The regulations further state that when using this type of 
export subsidy does not accord with competitive and 
development needs, developing signatories are required 
to strive to promise to reduce or rescind such subsidies. 


4. Regulations Clarify Basis for Determining Harm 


Unlike GATT Articles 6 and 16, the regulations strictly 
and rather concretely stipulate standards for deter- 
mining harm or the threat of serious harm. Determining 
harm by GATT Article 6 requires objective examination 
of two things: a) the volume of subsidy imports and the 
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effect on prices of similar products in the domestic 
market; b) the effect of these imports upon producers of 
similar products in the domestic market. 


The first requires that the investigating organization 
both consider absolute amounts of the product under 
study and a comparison of the importing signatory’s 
production and consumption to see whether there is a 
clear increase in subsidized import volumes, as well as 
relative volume changes. As for the effect on similar 
product prices in the domestic market, on the one hand 
the investigating organization must consider price com- 
parisons of similar products with the importing signa- 
tory—whether or not there is great price cutting of 
subsidized imports and they cause a great drop in prices 
of similar products. On the other hand it must fully 
recognize that to a iarge extent such subsidized imports 
obstruct original price increases that may occur. 


When judging the effect on domestic industry, it is 
necessary to analyze all domestic price economic factors 
and indices regarding the effect on an industry’s situa- 
tion, such as actual or potential falls in output, sales 
volumes, market share, profit, profit increase rates, 
production rates, investment profits and equipment use; 
plus the actual and potential ill effects on the fiow of 
funds, reserve volumes, employment. wage increases, 
capital accumulation or investment ability. Regarding 
agriculture, one also must consider of whether it 
increases the government’s planned support burden. 


It is worth noting that the aforementioned indices still 
are incomplete. Changes in any or several of them may 
not necessarily provide decisive guidance. At the same 
time, other factors may harm domestic industry, such as 
the amounts and prices of nonsubsidy imports, shrinking 
demand or consumption changes, restricted commercial 
practices and competition between foreign and domestic 
producers, changes in technology development and 
export achievements, changes in domestic industry labor 
productivity, etc. Harm produced by these factors 
cannot be blamed on subsidy import commodities (See 
Stipulations of Article 6.4, “Subsidy and Countervailing 
Duty Regulations”). 


5. Relief Measures That Can Be Adopted by Harmed 
Importing Signatories 








When a subsidy import commodity creates ill effects 
for the trade interests of an importing signatory, two 
relief measures are provided for signatories to adopt in 
resolution: 


First choice: If the ill effect arises in the domestic market 
of the importing signatory, said country can levy a 
“countervailing duty” not to exceed the amount of 
subsidy received on said product. Said country must be 
able to prove that such imported subsidized products: a) 
substantively harm or threaten to substantively harm a 
certain established industry; b) substantively obstruct 
the establishment of a certain industry. To ensure tha 
countervailing duties are not levied as an arbitra; 
decision, the regulations stipulate standards an¢ 


f 
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order for determining “harm to a domestic industry” 
which the government bringing the case for investigation 
shall abide by. 


Second choice: the second choic e which the affected 
country can adopt is to request consultations with the 
subsidizing country. If such consuliations fail, said 
country can ask the Committee on Subsidies and Coun- 
tervailing Duties to investigate the consultations and 
make recommendations. If the subsidizing country does 
not accept the proposal, the affected country can ask the 
committee to empower it to adopt “countermeasures” 
against the subsidizing country in order to protect its 
own trade interests. Such countermeasures usually can 
only be used in the market of the country which adopted 
the subsidy or in the market of a third country where 
there are ill effects. This is not the only measure which 
can be enacted. 


Both relief measures can be chosen to be implemented at 
the same time. However, only one reiief measure can be 
adopted as a consequence of an effect created by a 
certain specific subsidy in the domestic market of an 
importing country, or it can levy countervailing duties, 
or adopt countermeasures, but not both. 


C. Uruguay Round: “Agreement on Subsidies and 
Countervailing Duties” 


The “Agreement on Subsidies and Countervailing 
Duties” (draft) reached in negotiations at the GATT 
Uruguay Round rather comprehensively and i n detail 
stipulates subsidies and countervailing duties in terms of 
both substantive iaw and procedural law. The draft 
agreement has |! chapters, 31 articles and seven appen- 
dices. Its main contents are: 


1. Subsidy Defined 


For the first time GATT defines a subsidy as the financial 
support, income or price support in any form, reduction or 
remission of taxes on a commodity or service provided in 
GATT Article 16 by a government or any public body 
within the scope of a signatory’s territory. 


2. Subsidy Categories 


The Uruguay Round divides three categories of subsi- 
dies: prohibited subsidies, actionable subsidies and non- 
actionable subsidies. 


Prohibited subsidies: Includes subsidies listed on the 
export subsidy example list; granting subsidies on 
export activities as an independent factor or one among 
many factors in legal or actual terms; a subsidy granted 
by using the products of one’s own country to substitute 
for imports as an independent factor or one among many 
factors. 


Actionable subsidies: Refers to a signatory government’s 
use of aid granted as financial assistance, credit assis- 
tance, preferential tax treatment, commodities or ser- 
vices to certain specific enterprises; various income 
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support or price support related to GATT Article 16; 
preferential treatment provided to certain specific enter- 
prises in legal or actual terms. When such subsidies harm 
another signatory’s domestic industry or the interests of 
another signatory, such subsidy behavior is an actionabic 
dispute to be resolved by resolution organizations. 


Nonactionable subsidy: Subsidy measures commonly 
put into effect but not actually granted to certain specific 
enterprises; not commonly put into effect, but assistance 
measures such as development support for certain areas 
(refers to enterprises within specific geographical areas 
or those commonly used in an industry or used only to 
remedy geographical deficiencies); research and develop- 
ment, environmental protection, employment readjust- 
ment. Such subsidies are nonactionable subsidies. 
Although this is the case, signatories must notify all 
signatories in a timely manner beforehand. If there are 
doubts, consultations will resolve them. 


3. Procedures for Levying Countervailing Duties 


The procedural law of GATT for levying countervailing 
duties specifically stipulates: a) begin an investigation; b) 
Start proceedings; c) consult with parties concerned to 
resolve the matter; d) if the subsidizing party is willing to 
amend prices or makes other price promises after con- 
sultations, then the action can be suspended or termi- 
nated; e) if a promise is made with no practical action, 
then continue to investigate, calculate ultimate subsidy 
volumes and levy contervailing duties. 


The term for levying countervailing duties shall not 
excced five years. This basically puts an end to country 
legislative differences or discrimination. 


4. Measures for Evading Countervailing Duty 
Regulations 


Just like the anti-dumping agreement, the countervailing 
subsidy agreement makes special provisions for evading 
regulations on countervailing duties, stipulating that 
subsidized product components exported to an 
importing signatory for assembly are regarded as subsi- 
dized products provided that more than 70 percent of 
the total cost is subsidized product components, and 
countervailing duties must be levied. 


5. Preferential Arrangements for Developing Signatories 


The agreement makes exceptional stipulations for 
developing signatories, of which are included: a) pro- 
hibition of the use of export subsidies is inapplicable 
for the least developed countries and those developing 
countries which have an annuai per capita GNP less 
than $1,000 (includes India, Egy), Pakistan, etc.); 
other developing countries are required to rescind 
export subsidies gradually within eight years; b) 
rescind export subsidies gradually within two years of 
when a developing country’s products attain the stan- 
dard of export competitiveness (i.e., products which 
are rather strongly competitive). The least developed 
countries and developing countries which have an 
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annual per capita GNP less than $1,000 can gradually 
rescind them within eight years. Export competitive- 
ness standards refers to said product’s 3.25 percent 
share of global trade for two consecutive years; c) if the 
importing country believes that a product originates in 
a developing country an d it does not come from a 
developing country, its total subsidy amount shall not 
exceed two percent of the unit product amou nt; or said 
product should not be four percent of total imports of 
similar products; or all such subsidies of all developing 
countries added together should not be nine percent of 
all imports of similar products, then subsidy investiga- 
tions on such product shall cease immediately. 


The agreement makes special stipulations for subsidy 
actions by countries in transition from planned econo- 
mies toward market economies, allowing these countries 
to rescind export subsidies gradually within seven years. 
This is directed :nainly at former East European socialist 
countries, but also is of important reference for China. 


Footnotes 


1. See Issues and Developments in International Trade 
Policies, China Financial Publishers, 1990, p 36. 


2. See “List of Export Subsidies” in “GATT Matters 
Handbook,” Economic Management Publishers, 1992, 
pp 56-57. 
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Problems of Sustaining Rural Economic Growth 


94CE0015A Beijing ZHONGGUO XINXI BAO 
in Chinese 13 Aug 93 p I 


[Article by Tong Longzong: “The Rural Economy Has 
No Sufficient Capacity for Sustained Growth”} 


[Excerpt] Since the beginning of this year, with the 
successive adoption and implementation of the party’s 
various rural policies of supporting agriculture, the 
overall situation regarding the functioning of the rural 
economy has been good. But in the process of trans- 
forming the rural economic system, the potential contra- 
dictions and problems in the rural economy are coming 
into the open and should not be disregarded. The main 
manifestations are as follows: 


1. Production conditions have not been improved in a 
corresponding manner, and there is no sufficient 
capacity for sustained steady development. First, there 
has been a substantial decrease in farmland; second, 
peasants’ investment im agricultural production has 
declined; third, the agricultural-materia! industry has 
shrunk, and imports of means of agricultural production 
have decreased; and fourth, there have been excessive 
outflows of agricultural labor force from some regions, 
resulting in new “tides of laborers,” and obviously there 
are not enough strong agricultural workers, with land not 
being farmed in some cases. 
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2. There have been excessive reductions in the sown 
acreage for grain and cotton, and the total output will 
enter another period of fluctuation. As the sown acreage 
for grain has continued to decrease this year, the total 
sown acreage will be below the 1.65 billion mu warning 
line. The sown acreage for cotton has also decreased 
substantially. According to statistics, the sown acreage 
for cotton in the spring this year fell by more than 18 
million mu from the same period last year, representing 
an reduction of 20.6 percent. At the same time, the target 
for the summer sown acreage for cotton is unlikely to be 
reached, and the sown acreage for cotton for the whole 
year will decline substantially. 


3. The gap between urban and rural areas has further 
grown. First, the gap between urban and rural markets 
has grown. Second, there have been significant changes 
in the proportions of urban and rural markets; the 
urban-rural ratio regarding per capita social retail sales 
has rapidly increased from 1.29:1 in 1985 to 2.56:1. 
Third, the gap between prices of industrial and agri- 
cultural products has continued to grow; the index of 
prices of means of agricultural products has been 
higher than the index of procurement prices of agricul- 
tural products for four consecutive years. The growth 
in the gap between urban and rural areas has not only 
hampered the development of agriculture and the rural 
economy, but also weakened the relations of mutual 
complementing and promoting between the urban and 
rural areas developed since the early days of the 
reform; urban economic and industrial development 
will pay a price for that. 


4. It is difficult to implement agricultural policies, and 
the burden on the peasants is still very heavy. As the 
first quarter data on the actual burden on the peasants 
show, levies on the peasants increased over the same 
period last year, and in some regions there is a strong 
trend toward increasing the burden on the peasants. At 
present, the task of reducing the peasants’ burden 
remains merely something written in contracts in 
many cases, and truly accomplishing this task would 
call for much hard work. Meanwhile, in some places, 
while peasants’ burden has been reduced, the burden 
on the collective economy and township enterprises 
has increased. 


In addition, the policy of imposing ceilings on prices of 
means of agricultural production and the price subsidy 
policy on “three links” prices and additional price com- 
ponents have not been implemented in a satisfactory 
manner. According to the general view, as the ceilings on 
prices of means of agricultural production are not being 
maintained and as the state’s grain procurement subsi- 
dies cannot offset the additional funds spent on the 
supplies of “three links” parity-price chemical fertilizer 
and diesel fuel, peasants would suffer a loss of 4-5 yuan 
each time they sell 50 kg of grain. At the same time, it is 
still not clear who will assume the responsibility for the 
funds for paying for the additional price component and 
who will distribute the funds. 
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Furthermore, the policy on agricultural funds has not 
been implemented. Fund shortages will be a prominent 
problem in agricultural development this year. The 
funds coming from grain procurement earnest money 
and cotton discount loans have not been provided in a 
satisfactory manner. Also, there will be a reduction of 
31 percent in the agricultural production loans given 
by the agricultural banks and credit cooperatives; such 
a large reduction is unprecedented in the recent 
decade. It is also very difficult to implement the policy 
of eliminating the phenomenon of issuing peasants 
IOUs when purchasing agricultural and sideline prod- 
ucts. [passage omitted] 


Grain Production Analyzed, Recommendations 
Given 

93CE0856A Beijing NONGYE KEJI TONGXUN 
[AGRICULTURE SCIENCE AND TECHNOLOGY] 
in Chinese No 6, 17 Jun 93 p 1 


[Article by the Macroeconomic Research Office, 
Chinese Academy of Agricultural Science: “Analysis of 
China’s Grain Production and Recommendations for Its 
Development”} 


{Text} China’s economic reform and development has 
entered a key phase. Continued development of the 
overall domestic economy is contingent upon the con- 
tinued, coordinated development of all segments of 
agriculture. However, grain production is currently 
showing a worrisome trend. 


A recent analysis of the grain situation indicates that the 
following three problems could emerge: 


1. Grain production will face a new round of large-scale, 
periodic decline, manifested chiefly as: 1) the reduction 
in grain production areas will be too much, too soon. 
Forecasts are that grain planting areas in 1993 will be 
reduced by about 50 to 60 million mu from 1992's 1.66 
billion mu, which is a net reduction of 100 million mu 
from 1990, and about a 25 billion kg net reduction in 
grain. 2) The Eighth Five-year Plan’s plan for grain 
production is in a nonfulfillment crisis. The pian is in 
considerable difficulty, and can be fulfilled only if the 
average gross grain production output can reach 45.24 
billion kg in the next three years. 3) The expanding 
population will cause a reduction in the per capita 
amount of grain, which dropped 16 kg from 1990 to 
1992. 4) There are still 87 million people in China who 
have trouble getting warm clothing and enough to eat, 
and in some places the grain shortage problem is quite 
conspicuous. 5) The overstock of southern early rice and 
northeastern corn is partial in nature, and the structural 
comparative overstock is related to an imperfect circu- 
lation, storage, and processing system, so taking a 
nation-wide view, there is not really a surplus of grain. 


2. Peasants’ enthusiasm for planting grain will decline 
greatly. Due to the rising costs of production materials, 
an unfulfilled money supply for ordering grain, and low 
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single service mode to a comprehensive services and 
operation mode. For those who have devoted themselves 
to disseminating science and technology and have gen- 
uine achievements, we should be bold in rewarding them 
handsomely, and resolve the evaluation problem for 
technology service workers. We must strengthen training 
work, stabilizing and enlarging rural technology service 
contingents. 

Practice will prove once again that stability in agriculture 
and grain production will lead to a stable, lasting situa- 
tion for overall domestic economic development. 


Problems in, Policies for Agricultural Research 
94CE0004B Jinan DAZHONG RIBAO 
in Chinese 4 Aug 93 p 7 


{Article by Shandong Agroscience Institute affiliates 
Wang Zhengping (3769 2973 1627), Guan Bing (0385 
0393), Zhu Jianhua (2612 1696 5478), Wang Xiaomu 
(3769 2400 4207), and Wang Yuhe (3769 3768 0735): 
“On Conscientiously Rectifying the Phenomena of 
‘Small, Shallow, and Scattered’ in Agroscience 
Research”’] 


[Text] An overview of China’s agroscience work, partic- 
ularly our agroscience research, shows that its currently 
most glaring problems are the well-known ones of 
“small, shallow, and scattered,” 1.e., small problems, 
shallow level, and scattered forces. Shandong data show 
provincial-level agroscience research tasks at 101 in 
1986, but up to 198 by 1991, with per-task cost averaging 
23,000 yuan in 1986, but down to 15,000 yuan by 1991, 
and the number of scientists and technicians assigned to 
each task averaging 3.6 in 1986, but down to 2.6 by 1991. 
So from 1986 to 1991, Shandong’s agroscience research 
tasks increased 96 percent, while average per-task cost 
and invested manpower decreased 34.8 percent and 27.8 
percent, respectively. Scientific research activities in the 
small-scale peasant economy style have kept certain 
specialties and disciplines from achieving significant 
breakthroughs for years. Agroscience projects are “small, 
shallow, and scattered” for many reasons which, from a 
management analysis are: 


1. Project establishment and management lack the nec- 
essary order. A) As to science project establishment, 
Shandong still has no sound system of appraisal and 
examination by experts in the field or the corresponding 
appraisal and examination regulations, with responsible 
departments proceeding from maintaining a balance of 
scale, while often overlooking the basic qualifications 
and research levels of the units that take on projects, 
causing limited funding that should not be spread out to 
be spread out. B) In project implementation, manage- 
ment has no laws or regulations to follow, so that when 
conflicts or problems of coordination arise, coordination 
often breaks down due to too much arbitrariness making 
satisfactory solutions difficult. 


2. The current reward system is irrational. While agro- 
science work is very comprehensive, cyclical, large in 
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volume, and widespread in involvement of departments 
and personnel, current S&T achievement rewards are 
strictly limited in number. In recent years in particular, 
state-set terms for technical post promotions, evaluation 
of top-notch talent, and enjoyment of special govern- 
ment subsidies have been based mainly on individual- 
achievement quantity, grade, and name lists in order of 
results. The new profit mechanisms are pushing all 
scientists and technicians to compete for leading roles, 
with an unwillingness to play supporting ones, which 
means the more division of tasks, the smaller, and the 
less personnel. In order to bring agroscience coordina- 
tion out of its current difficulties, while optimization of 
internal mechanisms is of course important, even more 
important is to draw up and perfect related policies to 
promote S&T coordination, in order to create an 
external environment favorable to it. 


Related policy 1: We need to establish rigorous project- 
establishment appraisal and examination procedures. 


All new agroscience projects under provincial-level man- 
agement must strictly observe a management order of 
research findings—evaluation—decisionmaking. 1) 
Prior to project establishment, project application units 
must fill out project establishment applications in the 
uniform style printed up by the responsible provincial 
departments. Moreover, they must submit fully system- 
atic research findings reports, setting forth in detail 
project grounds (rationale), and qualifications (advan- 
tages) for undertaking projects. While project directors 
should not be subject to age, academic record, or profes- 
sional title restrictions, they will need recommendations 
by two experts (with senior professional titles) in their 
fields. 2) We will set up a city (prefecture) and provincial 
level S&T project establishment evaluation committee 
made up of experts at the same level, with certain 
subordinate professional groups to conduct feasibility 
proofs of project applications level by level. 3) The 
responsible provincial department will set up a decision- 
making group which, based on evaluation committee 
evaluations and fully-weighed overall-planning consider- 
ations, will make impartial and rational decisions. The 
assigned responsible units will draw up goal- 
implementation plans, signing contracts with project 
directors to clearly set forth the rights and responsibili- 
ties of those reponsible for projects and project directors, 
which will be implemented according to law upon nota- 
rization. This will safeguard the scientific nature and 
solemnity of S&T project establishment on one hand, 
while providing scientists and technicians opportunities 
for fair competition on the other. 


Related policy 2: We must improve our S&T achieve- 
ment reward system. 


1. We will draw up an achievement-reward personnel- 
rank index system. Based on agroscience features, and in 
line with the principle of qualitative combined with 
quantitative, we will objectively conduct an item- 
by-item breakdown on each participating personnel in 
areas, such as work responsibility, role played, and 
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reduced grain and cash crop output. For instance, the 
planned sown acreage for corn fell by 690,000 mu from 
1991. 


2. Early this year, the state introduced the system of 
guaranteed grain procurement prices and adopted price- 
raising policies, for example, raising the price of north- 
east timber governed by unified allocation. 


3. Because of the reform of the system of management of 
prices of agricultural and sideline products, agricultural 
and sideline products have entered the market economy, 
and come to be governed by the law of value. 


4. This year, in Jilin the prices of means of agricultural 
production have risen by 4.5 percent over last year. In 
this regard, the prices of chemical fertilizer and insecti- 
cide rose by 6.0 percent and 1.9 percent respectively, 
thereby increasing the costs of agricultural products and 
leading to some increase in the procurement prices of 
extraplan agricultural and sideline products. 


5. This year, our agricultural products, such as corn, 
soybeans, small red beans, and mung beans, have been 
exported in large quantities; at the same time, demand is 
large on the domestic market, and consequently agricul- 
tural and sideline products are in short supply to a 
greater extent. 


In short, since the start of the second quarter, the 
procurement prices of agricultural and sideline products 
have been on the rise, and prices are expected to con- 
tinue to rise in the second half of the year. 


With regard to the major products, the price of corn, a 
product in the grain category, is widely expected to 
stabilize at a high price level; the price of rice has been in 
a good situation since the beginning of the second 
quarter and is expected to rise slightly in the second half 
of the year; because of the development of China’s 
distilling and feed industries which use sorghum as a raw 
material, demand for sorghum will gradually increase, 
and the price of sorghum is likely to increase. 


Currently, the procurement price of soybeans is at its 
highest level in history. The average price was 1.71 yuan 
per kilogram in the first half of the year; the product is 
expected to seil well in the future, and the price will 
further increase. Because of the large overstocks main- 
tained in the last couple of years, the price of sunflower 
seeds has declined; but demand on the domestic and 
international markets is on the rise, and the price of 
sunflower seeds is expected to rise slowly in the second 
half of the year. 


Other edible vegetable oils will be in short supply, and 
prices will rise. In the spring this year, the north suffered 
from drought, and thus there were difficulties in planting 
peanuts; the situation regarding other oil crops is not 
encouraging either. Therefore, the output of oil crops for 
the entire year is likely to decline. 


The supply of tobacco is larger than demand, and the 
situation is stabilizing. 
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With regard to industrial oil crops, the price of castor 
beans is likely to rise slightly. 

The price of timber will increase inevitably. 

The prices of meat, poultry, eggs, fresh vegetable, and 
aquatic products were on the rise in the first half of the 
year, and are expected to stabilize in the second half of 
the year; meanwhile, the prices of hides and bristles will 
further rise. 


Shandong Makes Progress in Agricultural 
Research 


94CE0004A Jinan DAZHONG RIBAO 
in Chinese 4 Aug 93 p 1 


[Article by Dong Zhongtang (5516 1813 1016): “The 
Agroscience Institute Has Achieved Biotech- 


Shandong 
nology Research Breakthroughs”] 


[Text] Biotechnology is one of the key fields in today’s 
high-tech world. The Shandong Agroscience Institute has 
given a strategic place in its overall agricultural S&T 
work to applied biotechnology research, carrying out 
such studies since 1987 in an organized and planned 
way, by taking on 46 projects, 36 of which were above 
the provincial ministry level. By now, eight of its 
achievements have passed technical appraisals, with six 
studies having filled international gaps or reached 
advanced international standards. The outstanding 
advances that they have made in this field of research 
have brought hopes for agricultural production tech- 
nology breakthroughs. 


—Innovations in crop and fruit tree seed quality and 
studies in biotechnical breeding have brought break- 
through advances to crop and fruit tree breeding. 
Chromosome engineering technology has been used to 
transform clusters of wheat mildew resistant genes, 
obtaining a batch of wheat breeding material that is 
completely immune to powdery mildew and triple 
rust, paving the way for surmounting wheat variety 
disease-resistance difficulties. The “Lumu #1” 
herbage DNA has been successfully transmitted into 
wheat, giving hopes for the creation of outstanding 
seed quality that is highly resistant to saline-alkali 
(soil), drought-resistant, and waterlogging-tolerant. 
Wheat-system cells have been bred with mutant com- 
binations, to produce the two new improved wheat 
varieties of “Hesheng #1” and “Hesheng #2” with 
per-mu yields topping 500 kg, as well as establishing a 
fine combined-breeding procedure. Peanut DNA has 
been successfully transmitted into cultivated soybeans 
for the first time in the world, filling up an interna- 
tional gap in legume inter-genus DNA transformation. 
Wild-peanut DNA transmission to cultivation has 
obtained third-generation material, reaching 
advanced international standards. Fruit tree chromo- 
some group engineered breeding has solved for the 
first time the difficulties in polyploid mosaics. Embry- 
onic breeding and DNA transmission have also made 
many advances in fruit tree breeding. 
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— In the area of crop high-yield, quality, and efficiency 
technology, over 10 biotechnology achievements have 
entered the practical stage. Potato detox rapid- 
propagation technology has generally increased yields 
50-100 percent, having been disseminated to 150,000 
mu throughout Shandong. Garlic detox rapid- 
propagation technology has reached advanced interna- 
tionnal standards, increasing garlic bolt yields 66-175 
percent and garlic head yields 38-114 percent, and 
sharply raising the garlic export end-product rate. Fruit 
tree nontoxic seedling breeding has begun mass- 
production of nursery stock. Sweet potato detoxification 
has obtained 13,000 detoxed seedlings and over 1,000 
kg of nontoxic potatoes, with demonstration develop- 
ment underway at over 20 sites throughout Shandong. 


—Cattle embryonic engineering studies have entered the 
advanced domestic ranks. A single dairy cattle indi- 
vidual super-discharge has produced 32 viable 
embryos, setting a domestic record. Our fresh embryo 
and frozen embryo transplant-success rates have 
reached 66.3 percent and 48.5 percents, respectively, 
with our fresh semi-embryo success rate at 46.6 per- 
cent, all at advanced domestic levels. 


The Shandong Agroscience Institute’s biotechnology 
research has entered a stage of all-out development, with 
quite strong research might. The Institute has invested | 
million yuan in a biotechnology laboratory, providing 
fine conditions for the development of genetic engi- 
neering research. Its biotechnology research ranks have 
grown strong, with over 60 scientists and technicians 
engaged in biotechnical research. In addition, its aca- 
demic level is markedly improved, with 67 papers in the 
field of biotechnology having been published in 
domestic and foreign academic publications, some of 
which have won high international acclaim. 


Hebei Procurement Price for Corn 


94CE0007W Shijiazhuang HEBEI RIBAO 
in Chinese 22 Sep 93 p I 


[Summary] In the first quarter of 1993 the procurement 
price of corn in Hebei Province increased 17.1 percent 
over the same period in 1992; the rise was due to increased 
exports and demand. The procurement price for corn in 
some areas now is 0.8 yuan per kilogram. The procurement 
price is expected to rise again in the fourth quarter. 


Hunan Farmers Fail To Fulfill Procurement Plans 


94CE0007U Changsha HUNAN RIBAO 
in Chinese 22 Sep 93 pp 1, 2 


[Summary] This year the early and middle rice storage 
plan for Hunan Province is 2 billion kilograms, as of 31 
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August only 610 million kilograms were put in storage. 
Relevant departments are not optimistic about fulfilling 
the plan. The major reason is not reduced output. 
Farmers understand market information on grain prices, 
and want to sell grain at better prices. At present, the 
lowest price for Changsha rice is | yuan per kilogram, the 
highest price is 1.5 yuan. In Guangdong paddy rice sells 
for 40 to 50 yuan per 50 kilograms, and husked rice sells 
for 70 to 80 yuan per 50 kilograms. As one farmer said, 
one dan of rice handed over to the grain department 
earns 20 yuan, selling it to a vendor earns several yuan 
more, and shipping it to Guangdong earns a lot more, 
why lose money! Therefore, many farmers are storing 
grain at home waiting for better prices. 


Farmers no longer only pay attention to production, but 
are beginning to pay attention to sales; prices are the 
major drive for sales; and farmers are entering the 
market. 


Gross output of rapeseeds in Hunan exceeded 10 million 
dan, but only | million dan have been procured. farmers 
are looking for ways to sell rapeseeds themselves. 


Jilin Pork Prices Increase 
94CE0007V Changchun JILIN RIBAO 
in Chinese 9 Sep 93 p 3 


[Summary] The price of pork in many farm trade mar- 
kets in Jilin Province is as high as 9 yuan per kilogram, 
the lowest is 8 yuan, and the average is about 8.3 yuan. 
Reasons for the price increase are: Hog procurement 
prices dropped to about 2.8 yuan to 3 yuan per kilogram, 
and hog-raising households sustained losses, which low- 
ered interest in hog-breeding. Because feed prices have 
increased, hog-raising costs have increased. Since Jan- 
uary, many enterprises have increased wages, and 
demand for pork has increased. 


Liaoning Cotton Output, Procurement 
94CE0007T Shenyang LIAONING RIBAO 
in Chinese 10 Oct 93 p 3 


[Summary] Estimated output of ginned cotton in Lia- 
oning Province is about 550,000 dan. When cotton 
procurement began in 1992, IOUs were issued to cotton 
farmers. This year Liaoning will need 200 million yuan 
to procure cotton. To ensure that no IOUs are issued this 
year, specialized banks will increase loans and guarantee 
that the loans are used for cotton procurement. To 
support cotton production, the provincial government 
will continue to add 30 yuan per dan to the state 
procurement price. Textile enterprises that use cotton 
are responsible for the added price, and cotton depart- 
ments will collect it. 
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Current Chinese Social Psychology Characterized 
93CM0497A Beijing GUANGMING RIBAO in Chinese 
9 Aug 93 p 3 


[Article: “Distinctive Features, Trends in the Social 
Psychology of Present-Day Chinese”’] 


[Excerpts] [passage omitted] The study of the social 
psychology of present-day Chinese, with its distinctive 
features and trends, not only has great theoretical value, 
but also has wide-ranging practical applications. [passage 
omitted] 


In general, it has the following distinctive features: 
1. Desire for Stability, Fear of Unrest 


For a long time, China was under the influence of the 
“leftist” line, which extolled the “philosophy of strug- 
gle,” promoted “class struggle as the guiding principle” 
with “campaigns” and “movements” left and right, 
politicized every aspect of life, and put labels on several 
tens of millions of people. The Cultural Revolution put 
the country into an even greater state of anarchy. 
Because of this, the masses have had their fill of social 
disturbance. By contrast, because society has been stable 
in recent years, there is peace and prosperity, China is 
flourishing everywhere, and in every locality the future is 
taking shape in glorious fashion. History amply proves 
that only when there is political and social stability can 
China have the preconditions for economic development 
and national modernization. It could be said that the 
Chinese understand the value of maintaining stability 
more deeply and demand stability more earnestly than 
any other people in the world. 


2. Desire for Reform, Fear That It Will Come to a Stop 


For several thousand years China was positioned in a 
boundless ocean made up of feudal isolationist rule and 
an agricultural subsistence economy. Therefore, paro- 
chial arrogance and stubborn, narcissistic conservatism 
was deeply-rooted. After the “Gang of Four” was 
smashed, the correct policy of “putting economic con- 
struction front and center” was adopted and imple- 
mented, and reform and opening up was carried out. 
This put China on the path to prosperity and strength, 
and brought matchless blessings to the. masses. It could 
be said that the vast numbers of Chinese people have 
now tasted the fruits and realized the tangible benefits of 
reform and opening up. If anyone wanted to go back to 
the old way, the common people of China would not 
accept it. Therefore, ““desire for reform, and fear that it 
will stop” is another distinctive feature of the social 
psychology of present-day Chinese. 


3. Getting Down to Business, Fear of the “Left” 


The prolonged influence of “‘leftism” created the bad 
habit of “taking orders and going by the book,” while 
getting seriously out of touch with reality. Dogmatism 
and formalism became rampant, and whatever was fur- 
ther “left” was more “revolutionary.” The practices of 
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deifying leaders, being “quick to seek gu-dance, but slow 
to take a stand,” making great “shows of loyalty,” and so 
on, all caused China to daily sink deeper into disastrous 
isolation, ossification, arid suffering. After the “Gang of 
Four” was smashed, superstitions were abolished, 
thinking was liberated, there was fundamental reform, 
and wrongs were put right. A new prevailing climate then 
appeared, where people insisted on seeking truth from 
facts, doing things in a practical way, telling the truth, 
addressing the real business at hand, dealing with the 
nuts and bolts, and getting down to work. The Chinese 
people have a deep understanding from personal experi- 
ence of how the “leftist” line destroys people. We should 
be on guard against the right, but the main thing is to 
defend against the “left.” If everything is done by the 
book, practical matters are not addressed, thinking is 
ossified, and superstition is in vogue, then there is no 
vitality and no progress. In the end, this must lead to the 
ruin of the party and the nation. Therefore, one of the 
major distinctive features of the social psychology of 
present-day Chinese is “realism and fear of the ‘left.”” 


4. Pursuit of Wealth, Fear of Poverty 


In the past more than ten years, we have decisively 
rejected the “leftist” idea of “class struggle as the guiding 
principle,” dispelled the fog of superstition about “the 
primacy of spirit,” and cleared away the traditional 
values of being “content in poverty, while rejoicing in 
virtue,” and “valuing righteousness over material gain.” 
We have clearly established that the fundamental mis- 
sion of socialism is to unleash productive forces and 
develop productive capacity so that the people may 
prosper together. The Chinese people recognize more 
and more that “socialism does not have to mean poverty. 
and wealth is not a sign of capitalism.” 


5. Competition and Enterprise 


For several thousand years, the grand unifying system of 
feudalism and the strength of small-scale agriculture, as 
well as the negative influence of Confucianism over 
generations built up passive attitudes of “being non- 
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committal, and doing nothing,” “holding steady, and 
sticking to the old ways,” and “not taking the initiative,” 
in all strata of Chinese society, from which China could 
not extricate itself. These attitudes have also included 
“follow the crowd, don’t stick your neck out,” “all 
shoulders should be at the same height,” “let us be poor 
or rich together,” “don’t work too hard,” and so on. 
Many people are content to live simply, and do not think 
of taking the lead, but also dream of sharing the pros- 
perity of others, and entering the paradise of “universal 
harmony” along with everyone else. As a result, there is 
a lack of competition in society, and people have no 
initiative. The superior do not triumph, the inferior are 
not defeated, and everyone is content together, 
embracing the “iron rice bowl” and eating from “one big 
pot.” Since reform and opening up, in the wake of 
economic development, and through the expansion of 
freedom and democracy and the implementation of the 
policy of giving respect to knowledge and science, the 
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Chinese people have gained a sense that grows deeper 
day by day of being in control of their own lives, equal 
with others, and in competition. Many people, relying on 
their “pioneering” spirit that “hears no discouraging 
talk,” have struggled through all obstacles, built up 
businesses, and amazed others with their achievements. 
Therefore, daring in competition and entrepreneurship 
has already become a distinctive new feature of the social 
psychology of present-day Chinese. 


6. Longing for Clean Government, Hatred of Corruption 


The Chinese people have always had a fine tradition of 
honesty in the performance of duty and relentlessness in 
struggle. For a good long time, following the founding of 
the nation, the multitudes of cadres viewed their service 
to the people as a sacred trust and refused to ever be 
corrupted. This won them the admiration and support of 
the people. However, because China has been at peace 
for a long time and has also had a commodity economy 
for more than ten years now, it cannot help but be 
influenced and tempted by all kinds of ideas. Many 
people have easily fallen into the worship of money and 
material goods and formed a vain and luxurious outlook. 
In the absence of effective procedural safeguards, and 
without a well-developed legal system, corruption and 
irregular conduct have become a serious problem and are 
now a threat to the public. In terms of extent, there is 
corruption in every stratum of society and in every field 
of activity. As to degree, extravagance, luxury, and wild 
behavior are enough to make people explode with anger. 
[passage omitted] Most people think that there is not 
enough punishment of corruption at present. The mea- 
sures taken against corruption are not forceful enough, 
either for satisfy their thirst for clean government or 
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their anger against corruption. Therefore, “longing for 
clean government, and hatred of corruption” is a distinc- 
tive feature of the social psychology of present-day 
Chinese. 

7. Nostalgia 


As reform and opening up advance day by day and the 
new system is substituted for the old, there are readjust- 
ments that affect various interests. Together with the 
influence of traditional conceptions, this cannot but 
upset people’s feelings of security, leading to disturbance 
in their mental state and causing some people to become 
nostalgic. The main expressions of this nostalgia are: 1) 
Reminiscing, with an ossified and obstinate attitude, 
about the conduct of the party and the social milieu of 
the 50s and 60s; 2) reminiscing about the social stability 
of the 50s and 60s, when times were simpler, and 
people’s expectations were low; 3) reminiscing about 
“how good people were, and how easy it was to be an 
official” back in the 50s and 60s, when the country was 
isolated and peopie “took orders and went by the book” 
in the pursuit of national unity; 4) showing fondness for 
the labor and welfare policies of the old system, where 
everyone had an “iron rice bowl;” 5) praising the sta- 
bility of the old days, when consumption and prices were 
low; and 6) getting wistful about the phony egalitari- 
anism of the “one big pot” system. [passage omitted] 


Of course there is more to the social psychology of the 
Chinese than just the few points listed above. There is 
also “keeping up with the Joneses,” the desire to blend in 
with the crowd, envy of the ability or wealth of others, 
worship of money and material goods, vanity and the 
flaunting of wealth, status consciousness, and so on. 
These reflect the state of mind of a certain stratum of 
society. [passage omitted] 
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Cao Shuangming Skips Rank to Air Force 
Commander 


93CM0452A Taipei CHUNG-KUO TA-LU 
[MAINLAND CHINA MONTHLY] in Chinese 
No 311, 1 Jul 93 pp 64-67 


[Article by Chin Ch’ien-li (6855 0578 6849): “Profile of 
a Communist Chinese Military Head and Successor— 
Air Force Commander Cao Shuangming”’] 


[Text] Skipping 2 Rank in Promotion to General 


The new PRC Air Force commander, Cao Shuangming 
[2580 7175 2494], is the first person to have skipped a 
rar.k to be promoted to this position. Originally, he was 
Air Force commander of the Shenyang Military Region 
[MR], but because he won the trust of Deng Xiaoping 
and Liu Huaqing [0491 5478 3237] (deputy secretary 
general of the CPC Central Committee Military Com- 
mission and member of the NPC Central Military Com- 
mission)}—and Jiang Zemin of course also gave him the 
nod—Cao broke convention by skipping a rank (the 
previously mandatory rank of Air Force deputy com- 
mander) in being promoted to this position. 


Cao Shuangming was promoted to his current post in 
November 1992, having been selected as a Central 
Committee member (which was also a break with con- 
vention) by the 14th CPC Congress, showing that he 
emerged only after having been personally named for the 
job backstage by Deng Xiaoping. 


In June 1993, when CPC Military Commission 
Chairman Jiang Zemin installed six new generals, Cao 
Shuangming was one of them. The other five were Zhang 
Wannian [1728 8001 1628] (to PLA Chief of Staff), Yu 
Yongbo [0060 3057 3134] (to PLA General Political 
Department director), Fu Quanyou [0265 0356 2589] (to 
General Logistics Department Director), Zhu Dunfa 
[2612 2415 3127] (to president of the National Defense 
University), and Zhang Lianzhong [1728 6647 1813] (to 
Navy commander). This shows that while the PRC is 
taking a “select troops route,” it is not forgetting arms 
expansion, war preparation, or military-system enhance- 
ment. It is speeding up its national defense moderniza- 
tion and purchasing “Soviet K-27” and “Mig-31” war- 
planes from the CIS. 


Cao Shuangming’s last 6 months of official luck, pros- 
perity, and time in the sun is related to the reorganiza- 
tion of the CPC Military Commission and the “Yang 
Baibing incident” in the winter of 1992. Former PRC 
Air Force Commander Wang Hai (a general), understood 
to have been part of the “Yang generals” clique, 
offended many by carrying out factionalism in the Air 
Force, and was subsequently removed from power. He 
was replaced by Cao Shuangming, who had always been 
loyal to Deng Xiaoping, Liu Huaging, and Qin Jiwei 
{4440 1015 0251] (Member cf the NPC Central Military 
Commission, State Councilor, and Minister of National 
Defense), while all PLA Air Force units also underwent a 
corresponding rectification and reorganization. 
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Lieutenant General Yu Zhenwu [0060 2182 2976] 
(deputy Air Force commander) had expected to be 
promoted to Air Force commander, having been an 
alternate member of the 13th CPC Central Committee 
and a long-time associate of Wang Hai; however, he fell 
victim to factional strife, being opposed by the “Second 
Field Army” senior generals, and even losing his chance 
to be an alternate Central Committee member at the 
14th CPC Congress. It is said that Wang Hai was very 
displeased about all this. 


Cao Shuangming and Wang Hai came from the North 
and the South in the PLA Air Force, and are very 
different in character. Cao Shuangming is composed, 
capable, experienced, and a person of integrity and 
action who pays attention to all corners of the country 
without ostentation, while Wang Hai has a fondness for 
the grandiose, fame, and wealth, which was expressed 
particularly in recent years by his opportunistic closeness 
to Yang Baibing. Cao Shuangming served in the Air 
Force in the northeast for many years, working diligently 
and quietly to train the advanced crack troops of the 
PLA’s “First Air Division.” Even though this division’s 
troops later became the “heroic group” with the best 
combat effectiveness in PLA history, Cao certainly did 
not sit back on his laurels and become arrogant. Wang 
Hai, on the other hand, during his Air Force service in 
Zhejiang and Guangzhou, vied for merit everywhere, 
favoring the limelight. Wang Hai was just postioned to 
derail Cao Shuangming. 


Coming from the “Second Field-Army,” A Supporter of 
Senior Generals 


Cao Shuangming came from the “Second Field Army” 
senior general system of Deng Xiaoping and Qin Jiwei, 
emerging in his early years along with Zhu Dunfa, the 
“heroic company commander” who was highly regarded at 
the time by Deng Xiaoping for his “decisive Xu-Beng 
battle.” On his 1992 southern tour, Deng Xiaoping praised 
Zhu Dunfa’s work in the “Guangzhou Military Region”; 
Zhu has now been promoted to president of the “National 
Defense University” and to the rank of general. 


Cao Shuangming is from Linxian County, Henan. He 
was born in 1929 into a peasant family and finished 
junior high school. 


Cao joined the service in June 1946, in the first year of 
the KMT-CPC civil war, in the base area of the “Central 
Plains Field Army” of Liu Bocheng and Deng. Cao had 
communist party leanings in junior high school, and his 
military service began in grass-roots posts in Qin Jiwei’s 
army, such as copy clerk and political secretary. As he 
was very active, he was quickly promoted to company 
political instruct>r, joining the Communist Party in 
September 1946. 


Qin Jiwei’s army was reorganized into the | 5th Army of 
the Fourth Corps of the Second Field Army; the | Sth was 
one of Liu and Deng’s primary forces. Cao Shuangming 
served with the |Sth in the Huai-Hai Campaign (the 
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decisive Xu-Beng battle), the Dadu River crossing, and 
the Southwestern Campaign, becoming tempered 
through battle. Being a junior high school graduate, Cao 
was a rare talent in the CPC field army at the time. He 
was promoted before long to the |Sth Army’s 45th 
Division Training Unit Element Commander, taking up 
the job of training grass-roots army and government 
cadres. That division won fame in the Korean War's 
““Shanggan Hill’ battle, later being redesignated the PLA 
Paratroop Army, which it remains to this day. 


During the Korean War, the PRC trained Air Force 
pilots by transferring advanced Party members from all 
field armies into flight-school training. Cao Shuangming 
was selected at the age of 22 to study flight technology at 
the PLA Air Force’s No. 4 Flight School. He was strong, 
resourceful, and a quick study, and he learned to fly the 
Mig-1!5 with excellence. Then he was transferred to the 
PLA Air Force’s “16th Division” as flight team leader 
(this division’s commander, Ceng Zheng [2582 1767], 
and its political commisssar, Cui Geying [1508 2047 
5391], both died in the Korean War). 


In 1953, Cao Shuangming followed the PLA’s “16th Air 
Division” to North Korea to take part in the air war. At 
that time, the PRC was putting up large group flights in 
a test of strength against the U.S. Air Force. Since there 
were so many PLA Air Force units taking part in these 
combat waves, Cao Shuangming did not get the chance 
to shoot down any U.S. aircraft, but was still promoted 
for his flight combat training and flying skills. The next 
year (1954), he was promoted to battalion commander, 
becoming a key member of the PLA Air Force’s flying 
team. While his air combat skills were certainly not 
inferior to those of Wang Hai, who that year was 
awarded the title of “hero,” it was just that Cao served 
more quietly; he finally did win class-three and class-two 
commendations, giving him membership in the Air 
Force’s “Old Ox” club. 


Cao Shuangming thereafter was steadily promoted and 
he did not suffer from the infighting of the Cultural 
Revolution. He served in Shenyang and Changchun as 
the “Air Force First Air Army” deputy commander and 
was promoted in 1987 to commander of the “Shenyang 
Air Force.” While his old senior army officer had been 
Qin Jiwei, Cao later served under the leadership of Chen 
Xilian [7115 6932 5114] and Li Desheng [2621 1795 
3932], prestigious senior generals in the “Second Field 
Army,” who had both long served as commanders of the 
“Shenyang Military Region.” These were the connec- 
tions that had long made senior generals familiar with 
Cao Shuangming’s style and command capability. As to 
today’s founding members of the PLA, in addition to 
Deng Xiaoping, Liu Huaging, and Zhang Zhen [1728 
7201], Qin Jiwei and Chen Xilian of the “Second Field 
Army” still have much say, daring to expose the “Yang 
Generals” and root out that faction’s personnel, such as 
Wang Hai. Qin and Chen have vigorously supported Cao 
Shuangming of the “Second Field Army.” 
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The Glory of Shooting Down Transport Planes 


Cao Shuangming is quite independent in character, fond 
of action, has good physical abilities, and is proficient in 
air-combat techniques. He was still able to perform the 
highly difficult “spiraling flight maneuver” all the way 
up to the age of 50 (See RENMIN RIBAO 7 Apr 1979). 
(“Spiraling flight” was a dangerous PLA Mig maneuver, 
often resulting in aircraft loss and pilot death.) 


Since the Korean War, the PLA Air Force has trained a 
group of crack pilots, such as Wang Hai, Yu Zhenwu, 
and Li Yongtai [2621 3057 3141] (currently Air Force 
deputy commander), of which Cao Shuangming is one. 


In fact, while Cao Shuangming’s “16th Air Force Divi- 
sion” was organized late in the Korean War, it was still 
regarded as a quite strong Air Force division. It was 
originally based at Qingdao’s Liuting Airport, under the 
46th and 48th Flight Regiments. The division officially 
entered the Korean War on 26 March 1953, winning an 
intial air combat victory by downing or damaging one 
U.S. plane per PLA plane. This division later served 
successfully in Eastern Anhui and in the 1950s’ 
“Quemoy air combat,” certainly not making a worse 
showing than Wang Hai’s “Third Air Force Disivion” or 
Lin Biao’s “18th Air Force Division.” 


During the 1958 “Quemoy artillery engagement,” Cao 
Shuangming was promoted to deputy commander of the 
“16th Air Force Division“ ‘s 48th Regiment, which was 
equipped with the newer Mig-15B fighters. In the end 
this division was quite strong and it was reassigned from 
Qingdao to defensive stations at Fujian’s Longtian and 
Jinjiang airfields (the 46th Regiment being stationed at 
Longtian and the 48th at Jinjiang), where it launched a 
frontline fight with the KMT Air Force. 


Cao Shuangming was the flight commander of his regi- 
ment, tasked with attacking KMT C-46 transport planes 
in order to cut off Quemoy’s air-drop supplies. Under 
the leadership of Ye Fei [0673 7378] and Nie Fengzhi 
[5119 7685 2535] (now deceased, but then frontline 
Fujian Air Force commanders), he studied the flight- 
activity rules of the KMT Air Force’s F-86 and C-46 
aircraft, making repeated night reconnaissance flights 
deep into Quemoy airspace, launching low-level covert 
attacks, and downing two C-46 transports, for which he 
was awarded a “first class award.” How glorious it is for 
a fighter to shoot down absolutely unarmed transports. 


Cao Shuangming’s 46th Regiment was certainly not out- 
done in the “Quemoy air war,” because Cao was adapt at 
learning KMT Air Force strategy, tactics, and rules, and 
learning air combat through experience. Having been 
elevated to PLA Air Force commander, he is now more 
familiar than his predecessor Wang Hai with the impor- 
tance of future air control of the Taiwan Strait, and Cao 
understands the urgency of possessing the latest in contem- 
porary air force equipment. Cao Shuangming has actually 
piloted many types of fighters. The PRC is now developing 
a new fighter that is better than the F-8, as well as 
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assimilating advanced technological experience from the 
Russian-made SK-27 and MIG-31. 


Cao Shuangming served for many years in the Northeast 
Air Force, shouldering the burden of defense against 
Soviet Russia. He had previously been recommended for 
admission to the PRC’s “Air Force Academy” and 
“National Defense University” for advanced studies. 
When the Sino-Soviet conflict over Zhenbao Island 
broke out in 1969, the PRC Shenyang Air Force’s “First 
Air Army,” which had long been in a state of high 
readiness, went into red alert against the former Soviet 
Union’s Far East Air Division. Cao, who was then First 
Air Force Army deputy commmander, went to the 
Daaing Airfield deep on the front lines to study with his 
colleagues countermeasures for former Soviet Air Force 
combat plans and attack methods. At the time, Soviet 
forces were equipped with the advanced MIG-23 and 
MIG-25, while the PLA Air Force was stuck in the 
MIG-19 stage. 


Taking the “Select Troop Route” 


In 1987, Cao Shuangming was promoted to concurrent 
posts as “Shenyang Military Region” deputy com- 
mander and regional air force commander. The “Shen- 
yang Military Region” then entered the era of Liu 
Jingsong [0491 4737 2646] (whe served as commander 
for 8 years), a figure upon »-isom Deng Xiaoping relied 
heavily. During this periou, Cao Shuangming did not 
engage in factionalism, making the “Shenyang Military 
Region” one of the more unified major units in the PRC 
military. Zhu Dunfa was also a deputy commander of 
the “Shenyang Military Region” during this period. 


When the catastrophic forest fire disaster occurred in 
the Greater Hingan Mountains, Cao Shuangming 
worked in close cooperation with the Army, dispatching 
almost 1,000 aircraft sorties in support of the fire- 
fighting effort, for which he was praised by Deng 
Xiaoping and the State Council. 


During his “Shenyang Military Region” period, Cao 
Shuangming was elected as a military delegate to the 
Sixth and Seventh “NPC's”; however, for a few 
years he was isolated from Central Committee member- 
ship. It was not until the “14th CPC Congress” in 
October 1992 that signs appeared that he would be 
promoted and that Deng Xiaoping and Liu Huaging had 
already designated him to become a Central Committee 
Member. He thereupon smoothly jumped two grades, in 
a break with tradition. 


Cao always loyally implemented Deng’s line on military 
development. Deng proposed in 1985 to cut back the 
military by | million men, emphasizing better troops 
and streamlined administration. Cao Shuangming then 
ordered that all units in the “Shenyang Air Force” be cut 
back 30 percent, showing himself to be very proactive. 
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In 1987, while attending the “NPC” in Beijing, Cao 
was interviewed by a reporter on the implementation 
of Deng’s principles for military development. He 
indicated that “a select troop route will be taken to the 
end.” This shows that Cao Shuangming’s military 
thinking has long followed the “select troop training” 
principle, making him a good student of Deng Xiaop- 
ing’s in the 1980s. 


In 1988, Cao Shuangming emphasized that “the key 
thing is higher combat effectiveness.” Thus it is no 
wonder that the PLA’s “First Air Division” and “16th 
Air Division” have both won combat merits under his 
strict training and supervision. The “First Air Division” 
tested its strength further against the U.S. Air Force in 
the “War To Resist U.S. Aggression and Aid Vietnam,” 
downing three U.S. planes. In that year, Cao Shuang- 
ming commanded and organized in the northeast 
region’s Baicheng and Jilin a live anti-air combat 
training exercise of historic proportions. In this exercise, 
the “Shenyang Air Force” was in particular required to 
“enhance its combat mentality and improve its contin- 
gency capability.” (See JIEFANGJUN BAO [PLA 
NEWS] 30 November 1988) 


Cao Shuangming is farsighted, having established in 
recent years a battle stance for the PLA Air Force, as well 
as a tactical ideology of “rapid mobility in emergencies.” 


Cao’s military command capabilities are undoubtedly 
superior to those of his predecessor as “Air Force com- 
mander,”” Wang Hai. This will have farreaching strategic 
significance for future PRC Air Force development. 


A Biographical Profile of Cao Shuangming 


Born in Linxian County, Henan in 1929, junior high 
school education. 


Joined the service in June 1946 (at the age of 17), joined 
the CPC that September. 


From 1947-1950 (18-21 years of age), served in Liu and 
Deng’s “Second Field Army” 15th Army (commanded by 
Qin Jiwei) as company clerk, political commissar, and 
training unit team leader. Took part in the Huai-Hai, 
Dadu River Crossing, and Southwestern campagns. 


From 1951-1952 (ages 22-23), studied flying at the PRC's 
“Fourth Air Force Flight School” in Qingdao. 


In 1953 (age 24), assigned to the PLA “16th Air Division” 
to take part in the Korean War as a fighter pilot team 
leader. 


From 1954-1958 (ages 25-29), promoted to “16th Air 
Division” brigade commander and deputy regiment com- 
mander, stationed at Andong, Liuting, and Jinjiang 
airfields. 
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Hong Kong Policy Adjustments, Concerns In drafting these kind of regulations, running into diffi- 
Reviewed culties was unavoidable, with the issue of identification 


93CE0867A Hong Kong TANG TAI 
[CONTEMPORARY] in Chinese 
No 29, 15 Aug 93 pp 14-15 


[Article by Liu Jui-shao: “Taiwan’s Future Policy 
Toward Hong Kong”] 


[Text] Since Hong Kong entered its latter period of 
transition, China’s involvement in Hong Kong has 
increasingly intensified. In contrast, Taiwan’s presence 
and influence in Hong Kong have been contracting 
continuously. Two years ago, Taiwan’s Kuomintang 
reorganized its institutions handling mainland China 
and Hong Keng affairs. The pevious “Mainland China 
Affairs Work Report” and the “Hong Kong and Macao 
Affairs Group” were changed into the “Executive Yuan 
Mainland China Committee,” changing the Hong Kong 
«1d Macao Affairs Group into the Hong Kong and 
Macao Affairs Office of the committee. Each month, the 
“Hong Kong and Macao Affairs Work Report” holds a 
meeting to study, plan, and coordinate affairs related to 
Hong Kong and Macao. However, in the last two years or 
so, the Hong Kong people have not sensed any policy of 
Taiwan toward Hong Kong; or we might say the results 
of Taiwan’s policies have not been clear. When I visited 
Taiwan several days ago, a relevant official gave me an 
introduction; following are my notes in summary form. 


Taiwan Readjusts its Position on Post-1997 Hong Kong 


First of all, Taiwan authorities have adjusted their 
position on Hong Kong after 1997. In the past, they 
viewed Hong Kong after 1997 as “a special administra- 
tive region of mainland China,” like Shenzhen. How- 
ever, this viewpoint has changed recently. Taiwan now 
regards Hong Kong as “‘a special region that is different 
from other regions in mainland China.” Although these 
two views seem similar, Taiwan authorities are still 
differentiating Hong Kong from mainland China to 
facilitate future exchanges with Hong Kong. 


Since Taiwan authorities have readjusted their position 
on Hong Kong, they should have accordingly different 
policies and laws. The current “Regulations Concerning 
the Relations of People Between Taiwan and Mainland 
China” will not be applicable to Hong Kong after 1997. 
As a result, Taiwan authorities have already entrusted 
the “Hong Kong and Macao Association of the Republic 
of China” (a nongovernmental organization, but its 
membership has a number of government officials and 
members of government think tanks) to plan and draft 
the new “Regulations Concerning the Relations of 
People Between Taiwan and Mainland China,” which is 
expected to be submitted next year. The regulations will 
finally be adopted through examination by administra- 
tive departments and official procedures. However, the 
formulation of the regulations has a prerequisite; that is, 
“as long as Hong Kong and Macao are still able to 
maintain the present free economic system and their 
highly internationalized position.” 


of the status of Hong Kong people as the hardest one. 
Taiwan authorities do not want to view Hong Kong and 
mainland China people as the sare because differenti- 
ating them from each other makes it more convenient for 
them to conduct economic exchange in the future, but 
they also cannot equate Hong Kong people and overseas 
Chinese because according to Taiwan’s present policy of 
recognition of dual nationality, overseas Chinese are 
entitled to possess Republic of China passports. At 
present, Hong Kong is still a British colony, and the 
principle of dual nationality is acceptable to the Taiwan 
governmeni. However, once Hong Kong reverts to China 
in 1997, this “dual nationality” will not exist there. 
Therefore, this is a fairly thorny problem that awaits 
further detailed discussion. 


Taiwan Continues Active Involvement in Hong Kong 


The Taiwan authorities have repeatedly declared that 
they will not withdraw from Hong Kong after 1997. In 
recent years, they have expanded the Hong Kong branch 
office of the Far East Trade Center under the Ministry of 
Economic Affairs, set up the Taipe’ Trade Center (under 
the Taiwan External Trade Associatiou), and helped 
Taiwan businessmen in Hong Kong set up the Associa- 
tion of Taiwan Industries and Commerce. The Taiwan 
General Chamber of Industry and the Hong Kong Gen- 
eral Chamber of Commerce set up their own economic 
and trade cooperation committees in the two places. In 
addition, the Association of Friends of the Republic of 
China, Hong Kong, and Macao has also been set up. 


In regard to the general trend, Taiwan will continue its 
active involvement in Hong Kong in such areas as 
economics, trade, finance, and culture, but less so in 
politics; this is based on the present political reality in 
Hong Kong and is also because strengthening its 
economy is Taiwan’s strategy for fundamental national 
strength. This is a realization of Taiwan’s “practical 
diplomacy.” 


In the economic and trade sectors, the volume of trade 
between Hong Kong and Taiwan increased to $17.197 
billion last year, which was 19.6 percent higher than the 
same period in 1991, thus enabling Hong Kong to 
continue as Taiwan's second largest export market (of 
which entrepot trade between mainland China and 
Taiwan constituted 40 percent). In the financial field, 
Hong Kong has become the investment fund exchange 
center for Taiwan businessmen investing in mainland 
China and an important area for the overseas develop- 
ment of the banks in Taiwan. The Bank of Taiwan, the 
Chang Hwa Commercial Bank, the First Commercial 
Bank, the Farmers Bank of China, the United World 
Chinese Commercial Bank, and the Hua Nan Commer- 
cial Bank have established branch offices in Hong Kong, 
and Hong Kong’s East Asia Bank has been permitted to 
establish representative offices in Taiwan. The financial 
relations between Hong Kong and Taiwan will get closer. 
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When it comes to China’s companies registered in 
Hong Kong or those that are co-funded by Hong Kong 
businessmen, Taiwan has its own limits to prohibit 
them from developing in Taiwan. According to 
existing regulations, a company in which China holds a 
more than 20 percent stake will not be allowed to 
develop in Taiwan. Nevertheless, Taiwan officials 
have also admitted that verifying sources of capital has 
been a difficult task; moreover, out of consideration 
for the benefits, some forbidden zones may possibly be 
broken through indirectly. 


As far as the shipping issue between Hong Kong and 
Taiwan after 1997 is concerned, the Taiwan authorities 
are willing to maintain the status quo of “direct shipping 
between Taiwan and Hong Kong” in principle. In this 
regard, since there are certain factors which Taiwan 
cannot control, the only thing Taiwan can do is to work 
on different plans for meeting contingencies. According 
to a nonofficial person from the shipping industry, in 
order to maintain the greatest amount of benefit, Taiwan 
authorities might possibly make technical concessions. 


The Taiwan authorities have had to take into account 
the issue of Hong Kong people residing in Taiwan after 
1997. In April last year, Taiwan stipulated the “Amend- 
ment to the Regulations Concerning Long-Term Resi- 
dence Rights in Taiwan of the People in Hong Kong and 
Macao.” Taiwan relaxed the restriction that residence 
would be limited only to those who invest NT [New 
Taiwan] $10 million in Taiwan. Some professionals are 
now allowed to reside in Taiwan. However, Taiwan is 
still very cautious in handling this issue so as to avord 
engendering side effects. 


In regard to public opinion, the Taiwan authorities seer 
to have no intention of actively striving for it. Since the 
HONG KONG TIMES magazine stopped publication, 
the Taiwan authorities at present are just “considering” 
using the Hong Kong edition of the CENTRAL DAILY 
NEWS to fill the gap. They want to expend the lowest 
cost in maintaining their symbolic public opinion front. 
Nevertheless, such “consideration” is still in a very 
rudimentary stage. We can see that Taiwan’s policy is 
different from that of mainland China; the latter has 
already begun to participate comprehensively in such 
areas as politics, economics, culture, and public opinion. 


Actually, apart from the overt activities mentioned 
above, the Taiwan authorities also pay attention to 
nonofficial “‘personal contacts” (Personal Touch). They 
believe that human contacts that do not embarrass 
anyone will help Taiwan win the understanding of the 
outside world and the international community. There- 
fore, nonofficial visits by government officials to other 
countries (including Hong Kong) is a method that the 
Taiwan authorities are prepared to use frequently. Like 
the officials of the Chinese Communist Party, Taiwan 
officials also change their identifications frequently and 
Carry out their activities in Hong Kong under the name 
of nongovernmental institutions. 
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The Key Lies in China’s Changes in the Coming Years 


Judging from the above, we can see that Taiwan’s future 
policy toward Hong Kong is mainly to strengthen itself 
economically. Just as many Taiwan officials have said, 
the key to Taiwan’s maintaining its position in Hong 
Kong after 1997 is mainland China’s changes in the 
coming years. Therefore, what the Taiwan authorities 
hope to see the most are economic activities between the 
three places along the coasts accelerating internal 
changes in mainland China and developing a pulling 
force to help reduce the irrationality of China’s officials. 
This will help Taiwan create greater room for manoeu- 
ver. Taiwan officials hold that as long as the basic 
relationship structure along these two coasts remains 
unchanged (i.e., maintaining the stable status quo), they 
are confident that they can protect themselves. 


However, on this issue, the Taiwan authorities find 
themselves in a contradictory position. On the one hand, 
they hope that economic changes will bring along polit- 
ical changes in favor of the development of Hong Kong 
and Taiwan; on the other hand, as mainland China’s 
economy is rising at the same time, it becomes a huge 
competitive force against Taiwan in the international 
marketplace (in South Korea, Japan, and the United 
States, China’s market share has exceeded that of 
Taiwan). If Taiwan’s efforts to adjust its economy and 
upgrade industry are not satisfactory, Taiwan will be 
further restricted by the Chinese Communist Party in 
terms of international and coastal relationships. How to 
enhance their ability to effect interaction between them- 
selves and China is precisely a question that the Taiwan 
authorities are actively considering. 


Article Addresses DPP’s Ability To Govern 


93CM0393A Taipei HSIN HSIN WEN [THE 
JOURNALIST] in Chinese No 327, 19 Jun 93 p 9 


[Article by Sima Wenwu (0674 7456 2429 2976): 
“Choosing Lesser of Two Evils’’] 


[Excerpt] [passage omitted] According to KMT propa- 
ganda in the past, the KMT must remain the ruling party 
for a millennium to come, otherwise Taiwan will come to 
ruin. Now, however, the idea of party politics has begun 
to take root. That the Democratic Progressive Party 
[DPP] is on its way toward becoming a ruling party is no 
longer a mere slogan, but a prospect that may materialize 
in the near future. 


Influenced by the KMT’s party education, many people 
believe that the DPP, lacking both a doctrine and a 
nation-building blueprint, will certainly be incapable of 
governing. In fact, the KMT’s Three People’s Principles 
and the Marxism-Leninism of the CPC have met their 
demise a long time ago. Democratic parties today should 
work to woo voters with a party platform and policies. 
Ironically the ideologies of the KMT and CPC have 
become the albatross around their necks. 
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The DPP, some people imagine, has no outstanding 
people, or should we say, only revolutionary talent but 
not people skilled in governance, so how can it govern? 
Their worry is unfounded. In many a country, a dicta- 
torship has been overthrown by a revolutionary organi- 
zation. Have these countries not been governed well? As 
for democratic nations which have seen a peaceful 
transfer of power through election, the bureaucracy, the 
judiciary, and the military all remain neutral while 
society brims with talent. Why worry about a lack of 
qualified people to run the nation? 


In East Europe, the communist parties were overthrown 
overnight after being in office for years. Opposition 
figures with little political experience, including play- 
wrights, labor leaders, and musicians, all rose to the 
occasion by becoming president or prime minister. Did 
they worry about not being able to find talented people? 
This is even less of a problem in democratic countries 
where political parties and outstanding people have 
always been around. In level of development, Taiwan is 
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somewhere between the two. Clearly the DPP does not 
lack people capable of governing Taiwan. 


Let us just assume the KMT has a wealth of talent. So 
what? It is an institutionally closed political party whose 
policies are misguiced and whose channels of communi- 
cation blocked. Even if the number of talented people in 
the party were doubled, that would not do it any good 
but may actually stir up more internal discontent. Their 
talents untapped, these disaffected people are ripe for 
picking by the opposition parties. 


It is one thing whether or not the DPP becomes the 
ruling party. It is something else whether its accession to 
power will benefit the people and society. In the ideal 
world, two parties vie for power, with the people making 
the final choice. In the real world, however, the people 
typically are not called upon to choose between the good 
and the bad, but can only choose between two less- 
than-perfect political parties. All they can do is to pick 
the lesser evil. 




















